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FOR FURTHER INFORMATION CONTACT:
Craig Olinger, Deputy Chief Accountant, Division of Corporation Finance, at The Commission is publishing for comment a proposed Roadmap and proposed amendments to Regulations S-X, 1 S-K 2 and C 3 under the Securities Act of 1933 (the ''Securities Act''), 4 and Rule 12b-2, 5 Schedule 13E-3, 6 Schedule TO, 7 Regulation G, 8 and Form 8-K, 9 under the Securities Exchange Act of 1934 (the ''Exchange Act''). 10 In Regulation S-X, we propose to amend Rules 1-01, 11 1-02, 12 3-10, 13 4-01 14 and 8-01, 15 and to add Article 13. We are proposing the new Article 13 to apply to U.S. issuers and, as a conforming change, to foreign private issuers 16 that file IFRS financial statements. 17 In Regulation S-K, we propose to amend Items 10, 18 101, 19 301, 20 504, 21 1100, 22 1112, 23 1114 24 and 1115. 25 In Regulation C, we propose to amend Rule 405. 26 In Regulation G, we propose to amend Item 101. 27 28 As used in this release, the phrase ''IFRS as issued by the IASB'' refers to the authoritative text of IFRS, which, according to the Constitution of the International Accounting Standards Committee Foundation (''IASC Foundation''), is published in English. See ''International Financial Reporting Standards, including International Accounting Standards and Interpretations as at 1 January 2007,'' Preface to International Financial Reporting Standards, at paragraph 23. Unless otherwise noted, the phrase ''IFRS'' refers to IFRS as issued by the IASB. 29 The terms ''U.S. issuer'' and ''domestic issuer'' are used interchangeably in this release. Although there is no specific definition of those terms under the Exchange Act or the Securities Act, they are used in this document to refer to any issuer that files annual reports pursuant to the Exchange Act on Form 10-K [17 CFR 249.310] or a registration statement under the Securities Act for which foreign private issuer status is not an eligibility requirement. For purposes of this release, the terms U.S. issuer and domestic issuer also include a foreign issuer or foreign private issuer, as defined in Rule 3b-4 under the Exchange Act [ 31 This release does not address the method the Commission would use to mandate IFRS for U.S. issuers. One of the options would be for the Financial Accounting Standards Board (''FASB'') to continue to be the designated standard setter for purposes of establishing the financial reporting standards in issuer filings with the Commission. In this option our presumption would be that the FASB would incorporate all provisions under IFRS, and all future changes to IFRS, directly into generally accepted accounting principles as used in the United States (''U.S. GAAP''). This type of approach has been adopted by a significant number of other jurisdictions when they adopted IFRS as the basis of financial reporting in their capital markets. 
I. Overview
The Commission is proposing this Roadmap towards requiring the use of International Financial Reporting Standards (''IFRS'') as issued by the International Accounting Standards Board (''IASB'') 28 by U.S. issuers 29 as part of its consideration of the role a single set of high-quality accounting standards plays in investor protection and the efficiency and effectiveness of capital formation and allocation. As capital markets have become increasingly global, U.S. investors have a corresponding increase in international investment opportunities. In this environment, we believe that U.S. investors would benefit from an enhanced ability to compare financial information of U.S. companies with that of non-U.S. companies. The Commission has long expressed its support for a single set of high-quality global accounting standards as an important means of enhancing this comparability. 30 We believe that IFRS has the potential to best provide the common platform on which companies can report and investors can compare financial information.
This proposed Roadmap first addresses the basis for considering the mandatory use of IFRS by U.S. issuers. It then sets forth seven milestones which, if achieved, could lead to the use of IFRS by U.S. issuers in their filings with the Commission. 31 The Commission in 2011 would determine whether to proceed with rulemaking to require that U.S. issuers use IFRS beginning in 2014 if it is in the public interest and for the protection of investors to do so. These milestones relate to:
• Improvements in accounting standards;
• The accountability and funding of the IASC Foundation;
• The improvement in the ability to use interactive data for IFRS reporting;
• Education and training relating to IFRS;
• Limited early use of IFRS where this would enhance comparability for U.S. investors;
• The anticipated timing of future rulemaking by the Commission; and
• The implementation of the mandatory use of IFRS by U.S. issuers. After describing the milestones, this proposed Roadmap also discusses how IFRS reporting by U.S. issuers may affect other participants in the capital markets.
As a step along this Roadmap, this release then describes proposed amendments to permit a U.S. issuer that is among the largest companies worldwide within its industry, and whose industry uses IFRS as the basis of financial reporting more than any other set of standards, to elect to use IFRS beginning with filings for fiscal years ending on or after December 15, 2009 . These amendments include a process by which U.S. issuers would seek confirmation from Commission staff that they are eligible to use IFRS in their Commission filings. This release also seeks comment on two alternative proposals under which U.S. issuers that 32 Over the period from 1990 to 2006, estimated investments in foreign equity securities held by U.S. residents has grown from approximately $200 billion to $4,300 billion, based on estimates published by the U.S. Bureau of Economic Analysis, U.S. Treasury statistics. See http:// bea.gov/international/xls/intinv07_t2.xls. Included in this category are investments in equities, whether listed or unlisted, where the holding by the U.S. resident is less than 10%. ') . 34 See Final Report of the Advisory Committee on Improvements to Financial Reporting to the United States Securities and Exchange Commission (August 1, 2008) (''CIFiR Final Report''). 35 CIFiR Final Report, at page 21 (footnotes references omitted). 36 Some countries have enacted IFRS as national standards and require compliance to be stated with those national standards. In some cases, these national standards are identical to IFRS as issued by the IASB; in other cases, these national standards have been more narrow, yet consistent with IFRS as issued by the IASB; and, in yet other cases, these national standards may permit additional options that are inconsistent with IFRS as issued by the IASB, although companies may opt to apply standards so that they comply with IFRS as issued by the IASB. elect to use IFRS would disclose U.S. GAAP information.
II. The Role of IFRS in the U.S. Capital Markets

A. The Promise of Global Accounting Standards
1. The Global Nature of Today's Capital Markets Today, investors, issuers and other capital markets participants are able to engage in financial transactions across national boundaries and to make investment, capital allocation and financing decisions on a global basis more readily than ever before. This is due in large measure to today's everfaster communications, and ever-moreclosely linked markets. Advances in technology that facilitate securities transactions have reduced barriers that previously existed and that may have impeded cross-border investment for both retail and institutional investors. For instance, investors can more readily obtain information on a wide variety of international investment opportunities than in the past, largely due to the availability of information over the Internet. Further, it is now possible for U.S. investors to have access to realtime securities transaction data from stock exchanges and other securities markets from around the world and to trade on global exchanges through accounts they manage over the Internet. As trading and investment become more global, investors face an increasing need for full, fair and reliable disclosure that enables comparison of financial information across investment alternatives that cross national boundaries.
A large and increasing number of U.S. investors hold securities of non-U.S. issuers. Further, U.S. investors have the ability to make cross-border investments readily. 32 Thus, we believe it is important for U.S. investors to have access to the tools to compare effectively and efficiently their investment opportunities in a global capital market. The Commission has long considered a reduction in the disparity between the accounting and disclosure practices of the United States and those of other countries as an important objective for both the protection of investors and the efficiency of capital markets. 33 Further, while our recent Advisory Committee on Improvements to Financial Reporting (''CIFiR'') purposefully limited its scope relating to international matters due to ongoing efforts by the Commission and the FASB, it did similarly note the following in its final report to the Commission. 34 We broadly support the continued move to a single set of high-quality global accounting standards, coupled with enhanced international coordination to foster their consistent interpretation and to avoid jurisdictional variants. Further, we encourage the development of a roadmap to identify issues and milestones to transition to this end state in the U.S., with sufficient time to minimize disruptions, resource constraints, and the complexity arising from such a significant change. 35 The Commission recognizes that the use of a single, widely accepted set of high-quality accounting standards would benefit both the global capital markets and U.S. investors by providing a common basis for investors, issuers and others to evaluate investment opportunities and prospects in different jurisdictions. U.S. investors would be able to make better-informed investment decisions if they were to obtain highquality financial information from U.S. companies that is more comparable to the presently available information from non-U.S. companies operating in the same industry or line of business. Capital formation and investor understanding would be enhanced if the world's major capital markets all operated under a single set of highquality accounting standards that elicit comparable, high-quality financial information from public companies.
Potential for IFRS as the Global Accounting Standard
The increasing acceptance and use of IFRS in major capital markets throughout the world over the past several years, and its anticipated use in other countries in the near future, indicate that IFRS has the potential to become the set of accounting standards that best provide a common platform on which companies can report and investors can compare financial information. Approximately 113 countries around the world currently require or permit IFRS reporting for domestic, listed companies. 36 Foreign jurisdictions have chosen to require or allow IFRS for many different reasons. For example, in the European Union (the ''E.U.''), prior to its requirement relating to IFRS applicable to companies incorporated and publicly traded in its Member States, 37 accounting standards in each of the E.U. Member States generally were established individually in each jurisdiction. Further, each Member State would typically permit the use in its capital markets of accounting standards set in other jurisdictions, in addition to its own domestic accounting standards. 38 IFRS provided a common set of accounting principles under which all domestic listings in the E.U. could report. In Canada, accounting standard setters concluded that, given the increasing globalization of capital markets and other recent developments, that it was timely for public Canadian companies to adopt globally accepted, high-quality accounting standards by converging Canadian GAAP with IFRS over a transitional period, after which a separate and distinct Canadian GAAP would cease to exist as a basis of financial reporting for public companies. 39 In Australia, the decision to adopt IFRS was part of a strategy to ensure consistency and comparability of Australian financial reporting with financial reporting across global financial markets. 40 . 47 As more companies move towards IFRS reporting, current and potential investors in U.S. issuers may increasingly be comparing those U.S. issuers' financial information to IFRS-based financial information of competing investment opportunities. For example, approximately 120 foreign private issuers currently report to the Commission using IFRS financial statements. 48 For example, U.S. investors may purchase securities issued by a non-reporting foreign company directly on a foreign exchange, or they may invest in American Depositary Receipts representing the securities of a foreign private issuer that is exempt from Exchange Act reporting requirements pursuant to Rule 12g3-2(b) [17 CFR 240.12g3-2(b)]. 49 Different jurisdictions often have internal processes through which they adopt or incorporate IFRS into their national accounting standards. Decisions made during those processes may result in discrepancies from IFRS as issued by the IASB. 50 In 2007, as part of our efforts to foster a single set of globally accepted accounting standards, we adopted amendments to allow foreign private issuers to file IFRS financial statements without reconciliation to U.S. GAAP only if the financial statements were prepared in accordance with IFRS as issued by the IASB. have adopted IFRS, including Israel, 41 and others have plans to allow it, including Brazil. 42 The market capitalization of exchange listed companies in the E.U., Australia and Israel totals $11 trillion (or approximately 26% of global market capitalization), and the market capitalization from those countries plus Brazil and Canada totals $13.4 trillion (or approximately 31% of global market capitalization). 43 The 44 As with all countries that have evaluated the potential use of IFRS in their own markets, the policy considerations in the United States must factor in the individual circumstances of its investors and capital markets. The U.S. capital markets are among the largest and most liquid in the world. U.S. GAAP is a well-established basis of financial reporting and is applied by all U.S. public companies, many foreign companies, and many U.S. private companies, as well as their auditors. Today, U.S. GAAP is accepted in capital markets around the world, and the Commission requires its use by all domestic issuers. 45 The accounting principles established by the FASB have been recognized by the Commission as ''generally accepted'' for purposes of the U.S. federal securities laws. 46 Regardless of whether the Commission decides to allow or require IFRS for U.S. issuers in the future, the past and anticipated move towards the use of IFRS in other jurisdictions may have begun to affect U.S. investors' ability to evaluate investment alternatives as their level of investment in non-U.S. companies has increased over time. 47 The growing level of foreign investment by U.S. residents in international investment opportunities, including opportunities to invest in issuers that do not file reports with the Commission, makes it likely that U.S. investors will increasingly need to use IFRS financial statements. 48 Also, it is likely that large U.S. issuers that compete for capital on a global basis will increasingly need to use and understand IFRS financial statements in order to remain competitive. For these reasons, the Commission finds it advisable to continue to pursue consideration of the use of IFRS in the U.S. markets in order to better equip U.S. investors to make comparisons of U.S. companies with certain non-U.S. companies, while balancing this with the fact that U.S. investors should be able to compare U.S. companies with other U.S. companies.
Promoting a single set of globally accepted accounting standards will benefit investors as more and more companies prepare their financial statements applying a single set of highquality accounting standards. With a single set of accounting standards, investors can more easily compare information and will be in a better position to make informed investment decisions. This benefit is dependent upon use of a single set of high-quality standards globally and financial reporting that is, in fact, consistently applied across companies, industries and countries. Any decision we may take to expand the use of IFRS to U.S. issuers would necessitate our evaluation of whether global developments support the assertion of IFRS as the single set of high-quality globally accepted accounting standards that is applied consistently across companies, industries and countries.
The Commission has identified certain considerations which may influence the degree to which comparability may be achieved through widespread adoption of IFRS. These considerations include the extent to which IFRS is adopted and applied globally, and whether IFRS is adopted and applied in foreign jurisdictions as issued by the IASB or as jurisdictional variants of IFRS. 49 We believe that the benefits of moving towards a single set of globally accepted standards as a longterm objective for increased comparability of financial statements are attainable through the use of IFRS only if IFRS represents a single set of high-quality accounting standards, which is best accomplished through the use of IFRS as issued by the IASB. As stated previously, each jurisdiction's considerations surrounding the use of IFRS in its markets are unique to the jurisdiction's circumstances. Therefore, the large number of countries allowing or requiring IFRS in their markets does not alone determine the Commission's decision. However, in determining whether to proceed with requiring the use of IFRS by U.S. issuers, the Commission will consider the extent to which IFRS as issued by the IASB is used globally, is applied consistently, and supports the assertion of IFRS as the single set of high-quality global accounting standards. 50 
B. Past Policy Considerations Regarding IFRS
Over time, the Commission has undertaken a series of initiatives to promote a single set of high-quality globally accepted accounting standards as a means of advancing the objective of reduced disparity in financial reporting between U.S. issuers and foreign issuers. Convergence of U.S. GAAP and IFRS as issued by the IASB, which involves the best efforts of the IASB and the FASB (referred to jointly as ''the Boards'') to make their financial reporting standards fully compatible on a standard-by-standard basis, has been the predominant approach taken in the United States to achieve that objective over the past six years. 51 As discussed further below, the Commission continues to support the joint efforts of the IASB and the FASB as an important means of increasing the quality of IFRS and U.S. GAAP and, at the same time, reducing disparity between the two.
More recently, the Commission's consideration of the use of IFRS by U.S. issuers has included the issuance of a Concept Release addressing whether U.S. issuers should be permitted, but not required, to use IFRS in their filings with the Commission. 52 Specifically, the Commission sought input on the nature and extent of the public's interest in giving U.S. issuers the option to file with the Commission financial statements prepared in accordance with IFRS as issued by the IASB. The Commission received over 80 comment letters from a wide range of issuers, investors, accounting firms and other market participants. 53 The Commission also has held three public roundtables consisting of investors, issuers, accounting firms, educators, standard setters and other capital market participants to receive further input about the use of IFRS. 54 In December 2007, the Commission held one roundtable on IFRS in U.S. markets and a second on practical issues surrounding the use of IFRS in recent years and its potential expanded use in future years. The third roundtable, in August 2008, related to the performance of U.S. GAAP and IFRS during the subprime crisis.
While many commenters on the 2007 Concept Release and the participants at the roundtables supported allowing U.S. issuers to use IFRS, certain commenters expressed the belief that IFRS should be mandated for all U.S. issuers and not limited to a specific group of U.S.
issuers. Other commenters believed that U.S. issuers should continue to use U.S. GAAP, while supporting ongoing convergence.
III. A Proposed Roadmap to IFRS Reporting by U.S. Issuers
A. Milestones To Be Achieved Leading to the Use of IFRS by U.S. Issuers
The Commission is proposing this Roadmap to set forth milestones which, if achieved, could lead to the eventual use of IFRS by all U.S. issuers. Through this Roadmap, the Commission is seeking to realize the objective of providing investors with financial information from U.S. issuers under a set of high-quality globally accepted accounting standards, which would enable U.S. investors to better compare financial information of U.S. issuers and competing international investment opportunities. This Roadmap is further intended to encourage market participants to consider the effect of IFRS in our capital markets and to prepare for the use of IFRS financial statements by U.S. issuers in their filings with the Commission.
In addition to the milestones, the Commission also expects to consider, among other things, whether IFRS as issued by the IASB is a globally accepted set of accounting standards and whether it is consistently applied. The advantages to U.S. investors of increased comparability across investment alternatives, as contemplated under this Roadmap, are dependent upon financial reporting under IFRS that is, in fact, consistent across companies, industries and countries.
The course of action described in this proposed Roadmap reflects the deliberations of the Commission in light of current circumstances. We intend to publish the final Roadmap, if adopted, in our Codification of Financial Reporting Policies. 55 We recognize, however, that as events occur, new circumstances may require us to update or revise the Roadmap. With the knowledge of the anticipated timetable for Commission rulemaking initiatives on this policy matter, investors, issuers and other market participants may engage more concretely in discussions about IFRS for U.S. issuers, both through comments provided to the Commission as well as in further dialogue among parties potentially affected. The Commission believes that any future actions relating to the use of IFRS by U.S. issuers would benefit from the increased awareness by all affected parties of the related issues and preparedness that this Roadmap is intended to foster. As we progress along this initiative, we anticipate receiving extensive input from investors, issuers and other affected parties, which we will consider carefully.
This proposed Roadmap relates solely to U.S. issuers with respect to their periodic reporting requirements under Sections 13 and 15(d) of the Exchange Act, proxy and information statements under Section 14 of the Exchange Act and registration statements under Section 12 of the Exchange Act and Section 7 of the Securities Act. Our considerations at this time with respect to the possible use of IFRS do not include issuers that are investment companies under the Investment Company Act of 1940. Likewise, at this time, the Roadmap does not extend to other types of financial reports that are filed or furnished to the Commission by regulated entities, such as registered broker-dealers.
Improvements in Accounting Standards
In October 2002, the FASB and the IASB announced the issuance of a memorandum of understanding, called the Norwalk Agreement. The two bodies acknowledged their joint commitment to the development, ''as soon as practicable,'' of high-quality, compatible accounting standards that could be used for both domestic and cross-border financial reporting. At that time, the FASB and the IASB pledged to use their best efforts to make their existing financial reporting standards fully compatible as soon as is practicable and to coordinate their future work programs to ensure that once achieved, compatibility is maintained. In a 2006 Memorandum of Understanding, the FASB and the IASB indicated that a common set of high-quality global standards remains the long-term strategic priority of both the FASB and the IASB. As part of this commitment, the IASB and the FASB set out a work plan covering several projects and coordinated agendas so that major projects that one board takes up may also be taken up by the other board. That plan covered specific long-and short-term projects for work into 2008. In November 2007, the Trustees of the IASC Foundation reiterated their support for continuing the work program described in these memoranda, noting that future work is largely focused on areas in which the objective is to develop new world-class international standards. • Broad-based: A sustainable long-term financing system must expand the base of support to include major participants in the world's capital markets, including official institutions, in order to ensure diversification of sources.
• Compelling: A system must carry with it enough pressure to make free riding very difficult. This could be accomplished through a variety of means, including official support from the relevant regulatory authorities and formal approval by the collecting organizations.
• Open-ended: The financial commitments should be open-ended and not contingent on any particular action that would infringe on the independence of the IASC Foundation and the IASB. This should include sustained support from official international organizations, central banks and the major accounting firms.
• Country-specific: The funding burden should be shared by the major economies of the world on a proportionate basis, using GDP as the key determining factor of measurement. Each country should meet its designated target in a manner consistent with the principles above. Trustees should be assigned to specific countries to assist in the development of the funding scheme. 56 The next phase of the joint work plan goes through 2011.
The current joint work plans of the two standard setters, as well as other work undertaken by them, furthers the goal of comprehensive, high-quality standards. The Commission will continue to monitor the activities of both the FASB and the IASB and the progress of their efforts. In past Commission releases, we have noted areas where IFRS provides limited guidance on a particular topic, such as accounting for insurance contracts and for extractive activities. 57 Further, the current work plan of the FASB and the IASB includes accounting standards, including (without emphasizing priority) revenue recognition and financial statement presentation, that when completed should improve financial reporting significantly. The Commission will consider the degree of progress made by the FASB and the IASB in any future evaluation of the potential expanded role of IFRS in the reporting by U.S. issuers. When the Commission considers mandating use of IFRS by U.S. issuers in 2011, it would consider whether those accounting standards are of high quality and sufficiently comprehensive. 58 The Commission urges the two Boards to continue working towards the completion of their joint work plan estimated to be completed in 2011 and other projects that are expected to improve financial reporting.
In addition, it is important that accounting standards be established under a robust, independent process that includes careful consideration of possible alternative approaches and due process, which allows for input from and consideration of views expressed by affected parties, including investors. It is also important that accounting standards are promptly considered to keep standards current and reflect emerging accounting issues and changing business practices. Further, it is important that the accounting standards produced are capable of improving the accuracy and effectiveness of financial reporting and the protection of investors, and of resulting in a high quality of financial reporting relative to the standards which may be replaced. Thus, in considering future action as set out in this Roadmap, the Commission would also assess whether it believes that the IASB continues to develop its standards, including converged standards, through a process that reflects these elements.
Accountability and Funding of the IASC Foundation
The IASB is based in London and is an accounting standard setting body established to develop global standards for financial reporting. 59 It is overseen by the IASC Foundation. The IASC Foundation is based in London and is a stand-alone, not-for profit organization, incorporated in Delaware. It is responsible for the activities of the IASB and other work that centers on IFRS, such as initiatives related to translation of IFRS from the English language, education about IFRS and the development of interactive data taxonomies for IFRS. The IASC Foundation is governed by 22 trustees (''IASC Foundation Trustees'') whose backgrounds are geographically diverse.
The IASC Foundation has financed IASB operations largely through voluntary contributions from a wide range of market participants from across the world's capital markets, including from a number of firms in the accounting profession, companies, international organizations, central banks and governments. Funding commitments were made for the period 2001-2005 and then were extended for an additional two years through 2007. In June 2006, the IASC Foundation Trustees agreed on four elements that should govern the establishment of a funding approach designed to enable the IASC Foundation to remain a private-sector organization with the necessary resources to conduct its work in a timely fashion. The IASC Foundation Trustees determined that characteristics of the new scheme for 2008 would be broad-based, compelling, open-ended and country-specific. 60 The IASC Foundation Trustees continue to make progress in obtaining funding that satisfies those elements. 61 The Commission will carefully consider the degree to which the IASC Foundation has a secure, stable funding mechanism that permits it to function independently and that enhances the IASB's standard setting process. The IASC Foundation has developed targeted contribution levels from individual jurisdictions. Realizing the IASC Foundation's goal of receiving open-ended funding commitments from a broad base of constituents and that are compulsory would encourage the independent functioning of the IASB in its standard setting process. Otherwise, the IASB may be subject to a perceived or, potentially, an actual connection between the availability of funding and the outcome of its standard setting process. We believe that our future determination regarding the required use of IFRS for all U.S. issuers should only occur after the IASC Foundation reaches its goal of securing a stable funding mechanism that supports the independent functioning of the IASB.
National accounting standard setters traditionally have been accountable to a national securities regulator or other government authority. In the United States, the Financial Accounting Foundation (''FAF''), the parent of the FASB, is overseen by the Commission. 64 The Commission believes that the accountability of the IASC Foundation will be enhanced once the Monitoring Group provides the forum for interaction between securities authorities and the IASC Foundation Trustees. The Commission believes that effective oversight is critical to mandating that U.S. issuers prepare financial statements in accordance with IFRS. Based on the progress of the discussions among securities regulators, as well as the IASC Foundation's timetable for adopting the relevant changes to its Constitution, the Commission assumes that the Monitoring Group will have been established and be functioning by the time the Commission considers mandating the use of IFRS for U.S. issuers. We will evaluate the effectiveness of the oversight mechanism (including the functioning of the multilateral nature of the Monitoring Group) in making the determination whether mandating IFRS is in the public interest for the protection of investors and our markets.
Improvement in the Ability To Use Interactive Data for IFRS Reporting
In May 2008, the Commission proposed rules to require companies to provide their financial statements to the Commission and on their corporate Web sites in interactive data format using the eXtensible Business Reporting Language (''XBRL'') in order to improve their usefulness to investors. 65 Under those proposed rules, financial statement information could be submitted by public companies in interactive data format, and that financial information could then be downloaded directly into spreadsheets, analyzed in a variety of ways using off-the-shelf commercial software, or used within investment models in any of a number of other software formats. The rules proposed in May, if adopted, would apply to domestic and foreign public companies that prepare their financial statements in accordance with U.S. GAAP, and foreign private issuers that prepare their financial statements using IFRS as issued by the IASB. Under the proposal, foreign private issuers that prepare their financial statements using IFRS as issued by the IASB would be required to provide financial statements in interactive data format starting with their fiscal periods ending on or after December 15, 2010 . If the Commission adopts its proposed rules relating to interactive data, it is anticipated that they would apply to the limited number of U.S. issuers that could elect to file IFRS financial statements as proposed in this release.
In order to realize the improvements in the usefulness and comparability of financial information anticipated upon the widespread use of interactive data, U.S. issuers would have to be capable of providing IFRS financial statements to the Commission in interactive data format at a greater level of detail than is currently available. Therefore, the state of development of an IFRS list of tags for interactive data reporting will be a consideration in the Commission's determination of whether to require the use of IFRS for all U.S. 68 On the regulatory side, the Commission staff has continued to develop its familiarity with IFRS, and such efforts would need to continue and intensify if the Commission were to 69 Mindful that all U.S. issuers currently use U.S. GAAP in their Commission filings, we are also making alternative proposals for U.S. issuers that elect to use IFRS with respect to the disclosure of U.S. GAAP information, which should promote the continued comparability among U.S. issuers whether they use IFRS or U.S. GAAP in their primary financial statements. 70 The Commission also would evaluate the role of a private sector accounting standard setter, including the role of the FASB and how IFRS would be incorporated as mandatory accounting standards for U.S. issuers. require U.S. issuers to file financial statements prepared in accordance with IFRS. The Public Company Accounting Oversight Board (''PCAOB''), as part of its inspection of registered public accounting firms, regularly reviews the audits of public companies. We understand the PCAOB has already begun to implement training courses in IFRS to assist its staff in carrying out inspections, but would need to expand these training programs.
The This Roadmap contemplates that the Commission would make a decision in 2011 with regard to the mandated use of IFRS for U.S. issuers, as described below in Sections III.A.6. and 7. As part of this Roadmap, we also are proposing amendments to our rules, regulations and forms which, if adopted, would allow a limited number of U.S. issuers to file IFRS financial statements prior to any mandated use of IFRS in Commission filings. These proposed amendments are described later in this release.
These proposed amendments would allow the limited early use of IFRS by U.S. issuers where it would enhance the comparability of financial reporting to U.S. investors for purposes of comparing the largest U.S. issuers with the largest non-U.S. companies in the same industry. Further, the Commission anticipates that providing the alternative to U.S. issuers to file IFRS financial statements would broaden the awareness and attention given to IFRS as a single set of high-quality globally accepted accounting standards.
The Commission acknowledges the wide variety of opinion that has been expressed on this subject, including through comment letters received on the 2007 Concept Release and feedback received in the Commission's roundtables. Many commenters expressed the view that the option to use IFRS should be extended to all U.S. issuers. Others stated that we should require IFRS for all U.S. issuers. Several of these commenters indicated that any option to use IFRS should only be part of a transition to the mandatory use of IFRS. Others opposed the optional or mandatory use of IFRS at this time, and instead called for a continuation of the ongoing work to improve and converge U.S. GAAP and IFRS. Still others cited concerns in such areas as tax regimes, the stage of development of IFRS in certain areas in comparison to U.S. GAAP, the U.S. legal environment, and the ability of auditors to issue opinions on IFRS financial statements, as bearing on the questions of whether and how the use of IFRS should be extended to any U.S. issuers. We believe allowing the limited use of IFRS by U.S. issuers, only in those cases where to do so would enhance the comparability of an industry's financial reporting for the benefit of investors in making comparisons to non-U.S. issuers, may help inform the decision whether to mandate the use of IFRS for U.S. public issuers. We also believe that the ability of capital market participants to evaluate and comment on these questions would be enhanced by allowing this limited use of IFRS. We believe this is a prudent approach that will support and inform our consideration of the milestones in the proposed Roadmap as well as any future Commission action.
We also are aware that the proposed amendments would permit some U.S. issuers to use IFRS financial statements while other U.S. issuers continue to use U.S. GAAP, thereby creating a dual system of financial reporting that has not existed previously for U.S. public companies. This would reduce the comparability among U.S. issuers and would require investor familiarity with both sets of accounting standards. If the Commission did not act on further milestones in this Roadmap, this dual system could continue and could increase if more issuers eligible to use IFRS elect to do so. To the extent a dual system of financial reporting develops in the United States for U.S. public companies, and this development affects the comparability of financial statements among U.S. public companies, this may create a need to reach a final resolution on the Roadmap. In order to increase the likelihood that the comparability between issuers would be enhanced, we therefore have limited the proposed option to use IFRS to a group of larger U.S. companies in industries in which IFRS is the mostused set of standards globally. 69 We believe that U.S. investors would benefit from an enhanced ability to compare investment opportunities.
Anticipated Timing of Future Rulemaking by the Commission
After reviewing the status of the milestones and the study discussed below, the Commission would determine, in 2011, whether to proceed with rules requiring U.S. public companies to file financial statements prepared in accordance with IFRS by 2014 if it is in the public interest and promotes investor protection for us to do so. In order to assist the Commission in determining whether to proceed with such a rulemaking, the staff has already begun a comprehensive review of all Commission rules relating to financial reporting in order to recommend amendments that would fully implement IFRS reporting throughout the regulatory framework for registration and reporting under the Exchange Act and the Securities Act. 70 We believe that a Commission decision and action in 2011 would provide issuers with sufficient early notice of the transition to IFRS to permit them to begin their internal accounting using IFRS in 2012, which would be the earliest fiscal year that would be covered under the earliest anticipated phase-in for IFRS reporting in 2014, as described below in Section III.A.7.
We are proposing this Roadmap towards the mandatory, rather than elective, use of IFRS for U.S. issuers in order to promote fully a single set of high-quality globally accepted accounting standards to improve the comparability of financial information prepared by U.S. public companies and foreign companies. As described in Section I, IFRS is the basis of financial reporting used in a large and increasing 71 71 Because the initiative to require the use of IFRS by U.S. issuers relates to the set of accounting principles that is used for financial reporting and not to the periods for which financial reporting is required, the Commission expects that it would require three years of audited financial statements in the first year of IFRS reporting. 72 To assist the Commission in its decision to mandate the use of IFRS by U.S. issuers, the Commission directs the Office of the Chief Accountant with appropriate consultation with other Divisions and Offices to undertake a study and report to the Commission on the implications for investors and other market participants of the implementation of IFRS for U.S. issuers. We anticipate that the report would be made public by the Commission. We understand that a transition from one set of accounting standards to another, including changing the controls and systems relating to the production of financial statements, would involve costs. The definitions of accelerated filer and large accelerated filer under the Exchange Act reference the size of an issuer based on its worldwide public float of its equity securities. Our current expectation that an issuer's status as an accelerated filer could determine the date of a required transition to IFRS is based on the premise that larger issuers would be better able to allocate resources to the transition to IFRS more quickly than smaller issuers, and a staged transition also may help manage resource demands on auditors, consultants and other market participants. Reliance on the existing definitions of accelerated/large accelerated filer also is expected to facilitate an orderly, predictable transition to IFRS because an issuer would already need to ascertain its status as an accelerated filer for other reporting purposes and allow it to predict when it would be required to adopt IFRS. 74 This predictability may also encourage voluntary movement to IFRS, as an issuer may have an incentive to use IFRS prior to the date the rules would require it to do so if its competitors were already using IFRS. 75 We also recognize, however, that sequencing the transition, while it would avoid some costs associated with all issuers transitioning at once, also would result in some non-comparability of financial information due to application of the IFRS transition provisions at differing dates. Staging the transition by an issuer's size would embed that non-comparability among the issuers within an industry. Further, a staged transition would, temporarily, create a dual system of reporting for U.S. issuers that would require investor familiarity with both IFRS and U.S. GAAP, as described above in Section III.A.5.
As part of the Commission's evaluation, it also may consider transition rules to expand the eligibility criteria of those U.S. issuers which could elect to use IFRS in their Commission filings, so that additional U.S. issuers would be able to use IFRS prior to a mandatory transition date. In proceeding along the Roadmap, the Commission would consider the circumstances in which the early use of IFRS would be most appropriate for investor protection and capital formation. Another consideration would be how to address the current choices available to foreign private issuers for their financial reporting in filings with the Commission. Currently, foreign private issuers can choose to prepare their financial statements in accordance with U.S. GAAP, IFRS as issued by the IASB, or another comprehensive set of accounting principles with a reconciliation to U.S. GAAP.
B. Other Areas of Consideration
The process of incorporating new accounting standards into any financial reporting system naturally varies between jurisdictions and is accomplished gradually. Differences between national accounting standards, including the extent of similarities or differences between financial reporting frameworks and the degree of judgment they require, affect any given jurisdiction's experience with transition to financial reporting that is in accordance with IFRS. In addition, there are many elements forming the infrastructure underpinning a set of accounting standards that keep it current and functioning effectively in a given jurisdiction. Integration considerations related to the use of IFRS in different jurisdictions also are manifested in the different regulatory and legal environments. If the Commission were to require U.S. issuers to report in accordance with IFRS, a number of considerations and actions with a series of lead times may be 76 See Section 472 of the Internal Revenue Code. 77 See IAS 2 ''Inventories,'' paragraph IN63. required for investors, issuers, and other parties that use financial statements or have a role in the capital markets or the financial reporting infrastructure. Some of these considerations are discussed in the remainder of this section.
The Roles of Financial Information
In addition to filing financial statements with the Commission, U.S. issuers commonly provide financial information to other parties. While the federal securities laws provide the Commission with the authority to prescribe accounting principles and standards to be followed by public companies and other entities that file financial statements with the Commission, the provision and content of information to other parties may not be generally or directly regulated by the Commission. However, changes in the accounting standards used for purposes of preparing financial statements included in filings with the Commission could have an effect on financial reporting by companies to other parties.
The following provides examples of circumstances or parties that may be affected.
Various federal and state regulators, including regulators of financial institutions, insurance companies and public utilities, are provided with periodic financial information on an ongoing basis. For example, U.S. GAAP financial statements frequently are used as the basis for determining capital requirements for financial institutions. Another example of the effect on reporting to others relates to federal and state income taxes. As the Internal Revenue Code has developed over an extended period of time with existing U.S. GAAP as the predominant set of accounting standards used in the United States, certain interactions exist between certain provisions of U.S. GAAP and income tax requirements. For example, the Internal Revenue Code has conformity provisions related to the method of accounting for inventory for tax reporting purposes and the method used for reporting to shareholders (and other owners or beneficiaries) or for credit purposes. 76 IFRS does not allow for the use of the last-in, first-out, or LIFO, method of accounting for inventory. 77 As a result, a company that reports in accordance with IFRS would be required to use a method of accounting for inventory that is acceptable under IFRS, for example the first-in, first-out, or FIFO, method. U.S. issuers changing to FIFO for financial reporting purposes may experience a change in taxable income based on the difference between inventory valued on a LIFO basis and on a FIFO basis.
Many U.S. companies have issued debt securities under indentures or have entered into lending agreements that may contain various covenants based upon financial measurements, such as a stated minimum net worth. Those indentures and agreements, as well as other types of contractual agreements to which issuers may be subject, may require periodic reporting of financial information. These contractual obligations may explicitly require the use of U.S. GAAP in connection with financial covenants or financial reporting. Other contractual obligations may have an assumption about the nature of the accounting model under which such reporting will occur. For a U.S. issuer, it is likely that such requirements are based on how U.S. GAAP would report financial results.
Some market indices, such as the S&P 500, currently only include issuers that report financial statements in accordance with U.S. GAAP. IFRS reporting might affect an issuer's ability to be included in such indices or financial instruments based on those indices, exclusion from which may have an adverse effect on these issuers, unless the instruments or indices make any necessary changes to include issuers which report in IFRS.
Accounting Systems, Controls and Procedures
Use of any new accounting standards requires changes to financial reporting systems and procedures to identify, collect, analyze and report financial information and the corresponding controls. Changing numerous accounting standards at the same time, regardless of the starting point, would require numerous changes in a company's policies and procedures and system of internal controls. Some changes may prove more complicated than others. Systems changes would apply not only to the issuers preparing such statements, but also to various other market participants such as users of financial information and regulators. Some companies that have significant foreign operations may already have familiarity with IFRS. It may not be as difficult for these companies to adopt IFRS for all of their operations for U.S. reporting purposes.
There would be additional implications on financial reporting. Two examples of the implications relate to an issuer's equity method investment in another company and initial public offerings. Many issuers hold investments in other entities which are accounted for under the equity method. In order for an issuer to properly record the equity method investment, the issuer would need IFRS-based information about the investee each reporting period. If the investment were in equity of a company using U.S. GAAP for its own financial statement preparation and reporting purposes, obtaining the required IFRS-based information may prove difficult and costly. This would be similar to the situation that exists today if an issuer using U.S. GAAP has an equity investee that uses a different basis of financial reporting. Further, an additional cost and complication would be added to the initial public offering process if a private company whose financial statements were not in accordance with IFRS were required to provide them for purposes of its initial registration statement with the Commission.
Auditing
Another affected party is the audit firms that are engaged to audit a U.S. issuer's financial statements and to report on the effectiveness of its internal control over financial reporting. This may be particularly challenging for less globally oriented audit firms, which typically may have fewer resources available through affiliated or network firms located in jurisdictions in which issuers already report in accordance with IFRS. This could be a further factor affecting concentration in the auditing profession.
Audit firms would need to consider elements of their systems of quality control, such as their practices related to hiring, assigning personnel to engagements, professional development and advancement activities. Some U.S. audit firms already have some experience with conducting audits of financial information prepared in accordance with IFRS, as they may be involved in the audit of the U.S. operations of a foreign company that does so. But because U.S. auditors generally have less experience with IFRS than with U.S. GAAP, in the short term, U.S. audit firms may encounter challenges in establishing policies and procedures, and hiring and training personnel, to provide themselves with reasonable assurance that their personnel would possess knowledge appropriate to perform audits of U.S. issuers. Even with appropriate systems of quality control, however, additional auditing guidance still may be necessary.
Additionally, U.S. firms that are members of global audit networks may have already begun to consider systems of quality control to foster the high 78 See IAS 37, paragraphs 15 and 16. 79 See FAS 5. 80 Some believe that changes to the American Bar Association Statement of Policy Regarding Lawyers' Responses to Auditors' Requests for Information may be necessary. See AU § 337C. The Statement of Policy, commonly referred to as the ''Treaty,'' recognizes the professional responsibilities of attorneys and auditors and seeks to preserve confidentiality while providing the necessary level of assurance for the audit. The Treaty recognizes that the confidentiality of communications between an attorney and a client may be impaired by the disclosure of the substance of such communications to third parties, including auditors. By describing thresholds for disclosure and limitations on responses, the Treaty sets the scope of the attorney's responses to audit requests for information on legal matters. Some believe that the thresholds and limitations described in the Treaty are inconsistent with certain provisions within IFRS. , which further explained the benefits of objectives-oriented standards. 86 In areas for which an IFRS does not exist, IAS 8 ''Accounting Policies, Changes in Accounting Estimates and Errors'' requires preparers to use judgment in developing accounting policies such that financial information is provided that, among other things, is relevant to the needs of users and the financial statements reliably reflect the economic substance of transactions. In applying such judgment, preparers must consider other guidance found in IFRS and, if no analogous guidance is found, the definitions, criteria and concepts in the IFRS conceptual framework. Additionally, IAS 8 allows preparers to consider pronouncements of other standard setting bodies if those pronouncements are drawn from a conceptual framework similar to that underlying IFRS, to the extent that such pronouncements do not conflict with IFRS. quality and consistent application in reporting under IFRS across national borders. If U.S. issuers were to report in accordance with IFRS, the U.S. firms of these global audit networks could be affected more than they are presently by the reporting of audit clients of their foreign affiliates and by U.S. subsidiaries of those clients.
One consideration for audit firms relates to their ability to issue opinions on IFRS financial statements in accordance with PCAOB standards. For example, one of the conditions under IFRS for recognizing a provision for a legal contingency is that it is more likely than not that an obligation exists. 78 This recognition threshold is lower than the current recognition threshold in U.S. GAAP, resulting in the potential for an earlier income statement recognition of costs associated with litigation. 79 Concerns have been raised about an auditor's ability to corroborate the information furnished by management related to litigation, claims, and assessments by obtaining an audit inquiry letter from a client's attorney. 80 We note that references to current U.S. GAAP literature exist in various standards issued by the PCAOB and other accounting or auditing organizations. If IFRS were required for all U.S. issuers, amendments to existing references to U.S. GAAP literature may be appropriate. Certain changes have already begun with respect to IFRS in the U.S. accounting profession. For example, under AICPA rules, a member of the AICPA can only report on financial statements prepared in accordance with standards promulgated by standard setting bodies designated by the AICPA Council. In May 2008, the AICPA's Council voted to designate the IASB in London as an international accounting standard setter for purposes of establishing international financial accounting and reporting principles, and to make related amendments to its rules to provide AICPA members with the option to use IFRS. 81 
Considerations of IFRS and the IASB's Standard Setting Process a. State of IFRS
As discussed in the 2007 Concept Release, IFRS is not as developed as U.S. GAAP in certain areas. 82 IFRS also is not as prescriptive as U.S. GAAP in certain areas and in certain areas permits a greater amount of options than in U.S. GAAP. 83 The smaller volume of IFRS literature as compared to U.S. GAAP may decrease the amount of authoritative guidance available in a particular circumstance. This relatively lesser amount of guidance and, in some cases, greater optionality in IFRS could reduce comparability of reported financial information, as different issuers may account or provide disclosure for similar transactions or events in different ways but this flexibility also allows a financial statement that may more closely reflect the economics of transactions. As we noted in the 2007 Concept Release, in certain limited areas in which the IASB has yet to develop guidance on particular industry activities in which IFRS permits disparate options, we have noted that the level of diversity has manifested itself in the reporting practices of foreign private issuers.
As U.S. GAAP has been used longer and more extensively than IFRS, more U.S. GAAP implementation guidance has developed over time. A variety of factors may have resulted in the accounting profession in the United States becoming more accustomed to relying on a greater degree of detailed accounting guidance, including factors such as seeking consistency and reducing exposure to litigation and liabilities. Such guidance also can affect the outcomes of discussions between management and auditors on the use of a particular accounting treatment. Less prescriptive guidance also may make litigation or enforcement outcomes more difficult to predict.
On the other hand, less prescriptive guidance may increase issuers' ability to account for transactions or events in accordance with their underlying economics, which could improve comparability of economically similar situations and highlight differences in dissimilar situations. As CIFiR noted in its final report:
Investors are likely to benefit from more emphasis on principles-based standards, since rules-based standards * * * may provide a method, such as through exceptions and bright-line tests, to avoid the accounting objectives underlying the standards. In other words, without the exercise of judgment, rules in the form of bright lines may result in a false consistency-that is, ostensibly uniform accounting for differing fact patterns. If properly implemented, ''principles-based'' standards should improve the information provided to investors while reducing investor concerns about ''financial engineering'' by companies using the rules to avoid accounting for the substance of a transaction. 84 The Commission and its staff also have supported the increased use of objectives, outcomes and principles in accounting standards in contrast to detailed prescriptive guidance. 85 In addition, in cases where specific guidance is not available, IFRS encourages disclosure on the accounting policies that the preparer of the financial statements has elected and applied. 86 optionality. 87 In adopting IFRS, an issuer may find it appropriate to evaluate its disclosure practices, such as the disclosure provided in financial statement footnotes and management's discussion and analysis, to clearly communicate these choices. Further, as we indicated when we adopted changes to accept IFRS financial statements from foreign private issuers without a reconciliation to U.S. GAAP, 88 our staff has indicated that the issues it has observed in its review of IFRS financial statements do not appear to be more pervasive or significant than those it has identified in U.S. GAAP financial statements.
b. Relationship to the Accounting Standard Setting Process A change to commit U.S. reporting to following IFRS would include a change in the relationship of the U.S. capital markets to the accounting standard setting process. The IASB and its related organizations include members from a number of countries. The IASB is expected to be responsive to broad, world-wide constituencies of investors, issuers, regulators and many others in all facets of its work, including the establishment of its agenda and the development of standards. These constituencies can be expected to represent a wide range of interests, reflecting varying economic, social and political environments.
These factors likely would mean that the interaction, and potentially the relevance and influence, of U.S. capital market participants, including the Commission and its staff, would be reduced compared to the current standard setting process in the United States. The IASB is expected to consider its world-wide constituencies of investors, issuers, and regulators during the deliberative process for issuing new or revised accounting standards. Further, the IASB has entered into convergence agreements with other national accounting standard setters, such as with the Accounting Standards Board of Japan. 89 Due to the IASB's need to develop standards with a wider variety of constituents in mind, U.S. capital market participants will have a lesser degree of input into the standard setting process including fewer members of the IASB and fewer participants on roundtables and advisory and other groups than they currently have in the U.S. standard setting process. Further, in the U.S. standard setting process, participants from multiple constituencies but in the same geographic market (i.e., the United States) are involved. On the IASB, constituencies and geographic market (i.e., different countries) participation are commingled. Also, constituents involved in the IFRS standard setting process may come from different financial reporting environments and may have objectives that are different from or not present in the standard setting process for U.S. GAAP.
In addition, individual jurisdictions' processes for incorporating IFRS into their markets may result in varying degrees of pressure placed on the IASB in the development of individual standards. For example, some jurisdictions adopt or endorse IFRS on a standard-by-standard basis unlike the historical approach in the United States to look to a standard setter to establish the body of accounting standards as a whole. Further, the IASB's need to consider a greater number of constituents in seeking consensus on a new or revised standard, and the associated need to consider multiple jurisdictions in scheduling implementation, could lead to a longer deliberative process in issuing accounting standards. Further, individual jurisdictions, through their securities regulators, accounting standard setters or other bodies, could adopt or provide for interpretations or applications of IFRS for companies in those jurisdictions which are different from those in other jurisdictions.
The Commission's participation in the oversight of the IASB would principally be through participation in the Monitoring Group proposed by the IASB's governing body, the IASC Foundation. This would be a less direct oversight relationship as to the participation in board and trustee appointments, review of finances, and interaction with the board than the Commission and its staff has currently with respect to the FASB and the Financial Accounting Foundation. 90 Request for Comment 93 The Commission is proposing these amendments for several reasons. Investors may find the financial information provided by eligible issuers who elect to report such information in accordance with IFRS to be more comparable to the financial information of non-U.S. competitors. Permitting some U.S. issuers to report under IFRS may provide assistance in a transition to mandatory financial reporting in accordance with IFRS by creating additional, but manageable, demand for IFRS-related services at this time. The Commission also could learn from investors and the U.S. public capital market participants about their consideration of IFRS financial information from domestic issuers. Further, investors in the industry sectors for which the eligibility requirements are met likely would have familiarity with IFRS given that it is used more than any other financial reporting standard on a global basis. The Commission recognizes that there are many questions relating to permitting some U.S. issuers to report under IFRS, particularly in light of the proposed milestones, and encourages public comment on the proposal and the related alternative proposals concerning what, if any, additional U.S. GAAP information should be provided by electing issuers.
In deciding which issuers should be proposed for inclusion in this group, the objective of the Commission was to identify those categories of U.S. issuers for whom the use of IFRS would promote comparability with their significant industry competitors. Since investors frequently make capital allocation decisions among companies within a particular industry sector, 94 the first element of the eligibility criteria relates to the use of IFRS in the issuers' industry. The second element is intended to focus on significant competitors within the industry group, and so requires an identification of the accounting standards used by the largest twenty companies by market capitalization. We believe these are the competitors which are the most likely to be comparable among themselves and most likely to be ready to make the transition to IFRS. Both proposed elements-the prevalence of the use of IFRS and the significance of the issuer in a given industry-would need to be met for a U.S. issuer to be eligible to file its financial statements in accordance with IFRS with the Commission.
The industry criterion identifies companies for which we preliminarily believe it would be overall beneficial to investors for the U.S. issuer to be eligible to use IFRS because financial statement comparability with other significant competitors in their industry would be promoted and enhanced. Under this test, an industry would be eligible if IFRS is used as the basis of financial reporting more often than any other basis of financial reporting by the 20 largest listed companies worldwide within that industry as measured by market capitalization. The U.S. issuer would make that determination as follows:
(1) An issuer would ascertain its industry group by using the North American Industry Classification 100 For these purposes, market capitalization refers to the worldwide market value of a company's outstanding voting and non-voting common equity securities. 101 For purposes of the calculation, companies reporting under more than one set of standards can be counted as using any of these standards. 102 The distribution of size among the top 20 companies would not matter. In other words, there would be no requirement that the group of companies using a given set of accounting principles, such as IFRS, would constitute the largest percentage by market capitalization within the industry or in comparison to other groups of countries using other sets of accounting principles. The only criterion would be that the number of companies using IFRS was more than the number of companies using any other basis of financial reporting. 103 For example, under the methodology described in this section, metal mining under SIC code 10 and conglomerates under SIC code 99 may be eligible. 104 The number of eligible companies at the outset could be higher due to the fact that different industry classification systems would be available to determine eligibility. This could affect the number of U.S. issuers that would be ranked among the 20 largest in their industry by market capitalization, because companies may be eligible to use IFRS under one classification system, but not another. In addition, if companies in an industry that is eligible under one classification system switch to IFRS, this action may result in IFRS being used more often than any other set of standards within a separate industry, under a different classification system. This effect could result in an expansion of IFRS industries as U.S. companies switch to IFRS, and, in turn, an increase in eligible U.S. companies. In addition, under the proposed eligibility criteria, as more countries change to IFRS, more industries may become ''IFRS industries,'' and more U.S. companies would become eligible to file IFRS financial statements. For example, assuming that Brazil, Canada, Chile and South Korea follow IFRS, the number of IFRS industries increases by 9 and total number of eligible U.S. companies under our methodology would increase to approximately 160, representing approximately 23% of the market capitalization in the United States. Also, to the extent the mix of competitors by market capitalization changes to include more competitors that report in IFRS, additional industries may qualify as IFRS industries over time. We estimate that, if all 74 industries under our methodology were IFRS industries the theoretical maximum number of U.S. issuers that could be eligible given the present assumptions of companies in the top 20 by industry would be approximately 380, representing 57% of the market capitalization in the United States. The potential impact of this dynamic is limited, however, by the fact that the Roadmap anticipates a decision by the Commission on the use of IFRS by 2011. Eligibility would likely expand for other reasons. For example, relatively young foreign public equity markets, particularly in emerging markets, are developing at a faster rate than the mature U.S. equity market, resulting in greater representation of large foreign companies on equity exchanges. This factor may result in an increase in the number of IFRS-using listed companies in the top 20 of each industry, by market capitalization, and a corresponding increase in eligible industries. 105 There are 74 industry groups under this classification approach. For some industries, there were less than 20 companies available under the data obtained. Our staff kept these industries in its population applying the test of whether IFRS was used more than any other basis of reporting among the available list of companies in that industry. (2) Then, the U.S. issuer would determine whether IFRS is used as the basis of financial reporting more than any other basis of financial reporting by the 20 largest listed companies worldwide within its industry.
a. An issuer would do this by first identifying the 20 largest listed companies globally in its industry by market capitalization. 100 For the purposes of this calculation, market capitalization should be determined as of the same day within the 180 days preceding the date on which the SEC staff receives a request for a letter of no objection (as described below). Market capitalization would need to be determined from a widely accepted source.
b. Next, the U.S. issuer would ascertain which accounting standards each of the 20 companies uses to report its financial results to the public capital markets. Companies within the industry are considered to report under a specified set of accounting standards if they have published audited annual financial statements under those accounting standards. 101 As described below, a U.S. company that elects to report using IFRS would be required to file financial statements prepared in accordance with IFRS as issued by the IASB.
If the U.S. issuer were among the 20 largest companies globally in a particular industry and IFRS is used as the basis of financial reporting more often than any other basis of financial reporting among the 20 largest listed companies worldwide in that industry, then the U.S. issuer would be eligible to elect to use IFRS in its filings with the Commission. To illustrate, if among the top 20 companies in a given industry, there were 8 companies using IFRS, 7 using U.S. GAAP and 5 using other bases of financial reporting, the industry would be viewed as an ''IFRS industry'' and the 7 U.S. companies would be eligible to change to IFRS. 102 If among the top 20 companies there were 4 using IFRS, 3 using U.S. GAAP and 13 using other bases of financial reporting but no single other basis accounted for more then 3, the industry would be viewed as an IFRS industry. In contrast, if among the top 20 companies there were 7 using IFRS, 7 using U.S. GAAP and 6 using other bases of financial reporting, the industry would not be considered an IFRS industry. If there were 8 companies using U.S. GAAP, 7 using IFRS and 5 using other bases of financial reporting, then the industry also would not be an IFRS industry and the U.S. companies would not be eligible to use IFRS.
Using one of the industry classification systems (SIC codes), we estimate that at present a minimum of approximately 110 U.S. issuers in 34 ''IFRS industries'' would be eligible to receive a letter of no objection from the staff using the proposed criteria. 103 Our estimate contains a number of assumptions and may be impacted by some data not being readily available, as indicated below. Further, certain factors could result in the number of eligible issuers becoming higher, although this availability is most likely to occur in periods beyond 2011 when the Commission would expect to make its decision on IFRS implementation under the Roadmap. 104 To develop our estimate of the potentially eligible issuers, our staff obtained data from publicly available sources on the 20 largest listed companies measured by market capitalization in each industry, using two-digit SIC industry classification codes as assigned by Standard and Poors' COMPUSTAT. 105 We did not estimate what the population of eligible issuers would be under other industry classification methods available under this proposed rule. Therefore, our estimate represents a lower bound on the number of U.S. issuers at present that we believe may be eligible to adopt IFRS under this proposed rule.
To simplify the analysis, the staff relied on a number of assumptions 106 Based on an estimated U.S. market capitalization of $20 trillion. 107 To the extent applicable, an applicant could invoke Rule 83. 108 To the extent an issuer's analysis includes companies whose financial statements are prepared under a jurisdictional version of IFRS or as to which it is not clear whether the financial statements are prepared under IFRS as issued by the IASB, the issuer should state that no information came to its attention from the content of the financial statements of the companies analyzed or otherwise that causes it to believe that the financial statements are not in accordance with IFRS as issued by the IASB. 109 If we were to adopt the proposal, once a U.S. issuer commenced filing reports using IFRS under these rules, it would not have to recalculate its eligibility using more current data. A recalculation and a new staff letter of no objection would be necessary only if the issuer did not commence filing reports using IFRS within three years of receipt of the letter. 110 The term ''smaller reporting company ' regarding the bases of accounting of the companies in the estimated population. In evaluating what bases of financial reporting were used by the companies within this estimated population, our staff assumed that all U.S. entities were registered with the Commission and therefore reporting under U.S. GAAP. In addition, the staff assumed that any company from an E.U. country, Australia, New Zealand, South Africa or Switzerland was reporting under IFRS. For other companies, our staff attempted to obtain information on the set of accounting standards used. For purposes of this analysis, an assumption was made that any assertion as to the use of IFRS, such as on the issuer's Web site, in the issuer's financial statements or in the audit report, was considered as reporting under IFRS.
In some cases, our staff was not able to obtain sufficient information about the basis of financial reporting used. For example, published financial statements could not be readily located for all companies and for others financial statements were not readily available in English. Because of this and other limitations, the staff's estimate is an approximate minimum number of issuers that would currently be eligible under the proposed rule, and the actual number could be significantly greater. Based on these assumptions, approximately 34 of the 74 industries identified would be ''IFRS industries.'' The minimum of approximately 110 U.S. issuers that we estimate presently would be eligible to file IFRS financial statements had as of December 2007 a total market capitalization of $2.5 trillion, which represented approximately 12% of the total U.S. market capitalization. 106 The market capitalization of these eligible companies range from approximately $250 million to $300 billion, with a mean of $23 billion and a median of $8.3 billion. Approximately 94% of these eligible issuers would have a worldwide market capitalization over $700 million.
B. Staff Letter of No Objection to the Use of IFRS
To be able to use IFRS financial statements in filings with the Commission, the U.S. issuer would need to obtain a letter of no objection from the SEC staff. This process would assist U.S. issuers in determining whether they would be eligible to switch to IFRS financial statements and provide them with greater certainty before they undertake the complex process of converting their financial statements from U.S. GAAP to IFRS. In addition, through our postings of these letters on our Web site, we would provide information to investors and others about the possibility of the issuer filing reports using IFRS. Obtaining a staff noobjection letter would not commit the issuer to use IFRS. As noted later, such a letter would provide an issuer with the ability to commence filing reports using IFRS for a period of three years from the date of the staff response.
To obtain such a letter, the issuer would make a submission to the staff of the Division of Corporation Finance's Office of Chief Accountant. 107 In that submission, the issuer would describe its analysis in determining its eligibility to use IFRS. 108 In preparing a request for a staff letter of no objection to the use of IFRS, we would expect U.S. issuers to undertake reasonable efforts to determine the sets of accounting standards for all companies that comprise the twenty largest in its industry group. If the staff has no objections to the issuer's conclusion that it is eligible to file IFRS financial statements, the staff would issue a letter of no objection. When issued, the staff letter would be made publicly available on the Commission Web site, together with the issuer's incoming submission. The incoming submission from the issuer would not be made public on the Commission Web site if the staff did not issue a letter of no objection. A U.S. issuer could file IFRS financial statements only if it received a letter of no objection. Once the staff issued a letter of no objection, the issuer could adopt IFRS at any time during the threeyear period following issuance of the letter without the criteria being recalculated with more current data. 109 The company would also disclose in its first filing using IFRS the date that it submitted its request to the staff demonstrating that it met the criteria and the date the staff issued its letter of no objection.
The proposed definition of ''IFRS Issuer'' in Rule 1-02(cc) of Regulation S-X, which contains the eligibility criteria that must be demonstrated in the issuer's request to the staff of the Commission, specifically excludes investment companies; employee stock purchase, savings and similar plans; and smaller reporting companies. 110 We 
C. Transition
We believe that the option to move to IFRS should be made available to eligible U.S. issuers upon adoption of rule amendments; thus we propose that it be applicable for filings for fiscal years ending on or after December 15, 2009 . We believe that the ease with which an eligible issuer could transition to IFRS in filings with the Commission, and thus the actual transition timing for an eligible issuer, would depend on the extent to which the issuer has experience with IFRS. An eligible issuer that elects to file IFRS financial statements with the Commission under the proposed amendments would be required first to do so in an annual report containing three years of audited financial statements. Similarly, an IFRS issuer changing from IFRS as issued by the IASB to U.S. GAAP may only begin reporting using U.S. GAAP in an annual report on Form 10-K. An eligible issuer would not be able to file IFRS financial statements with the Commission for the first time in a quarterly report, Securities Act or Exchange Act registration statement, or proxy or information statement. We propose limiting first time filing to annual reports to minimize the potential diversity of filings available, as a multitude of options may be difficult for investors to track and some of the filings may be directed only to a subset of investors. We also do not believe the transition to IFRS requires amendments to our rules relating to the timing of filings with the Commission.
An issuer that is eligible to file IFRS financial statements with the Commission and is a ''first-time adopter'' of IFRS would provide the reconciliation and disclosure information required by IFRS 1 ''FirstTime Adoption of IFRS'' (''IFRS 1'').
If we adopt these amendments, we would continue to require that issuers provide three years of audited annual financial statements. Currently, U.S. issuers are required to provide in their filings with the Commission three years of audited financial statements prepared in accordance with U.S. GAAP. Because these proposals relate to the set of accounting principles that is used for preparing financial statements and not to the periods for which financial statements are required, we propose to continue to require three years of audited financial statements from U.S. issuers in the first year of IFRS reporting. We are not inclined to allow U.S. issuers to present only two years of IFRS financial statements, although we request comment below on a potential option for when a company would file three years of U.S. GAAP and two years of IFRS financial statements.
Under the proposal, an eligible issuer that elects to file IFRS financial statements may begin to file financial statements prepared in accordance with IFRS as issued by the IASB for fiscal years ending on or after December 15, 2009. 112 As discussed in further detail below in Section V.D.3., we also are proposing that an issuer that elects to file IFRS financial statements with the Commission disclose information related to its decision to change to IFRS in its first Form 10-K that contains IFRS financial statements. 33. To facilitate the transition to IFRS, should we add an instruction to Form 10-K and Form 10-Q under which an issuer could file two years, rather than three years, of IFRS financial statements in its first annual report containing IFRS financial statements as long as it also filed in that annual report three years of U.S. GAAP financial statements? Under such an approach, an issuer could, during its third year after beginning its IFRS accounting, choose to file a Form10-K/A with IFRS financial statements covering the previous two fiscal years. 113 For the current (third) fiscal year, the issuer could then file quarterly reports on Form 10-Q using IFRS financial statements. 114 
D. Alternative Proposals for U.S. GAAP Information
The Commission is proposing two alternatives with respect to the disclosure of U.S. GAAP information by U.S. issuers that elect to use IFRS financial statements in their Commission filings. Under the first proposal, U.S. issuers would provide a one-time reconciliation from certain U.S. GAAP financial statements to IFRS in accordance with IFRS 1. Under the second proposal, U.S. issuers also would provide on an annual basis a reconciliation from IFRS financial statements to U.S. GAAP covering a three-year period. The Commission is soliciting comment on these alternative proposals to assist it with assessing whether a one-time reconciliation in accordance with IFRS is sufficient or whether it also should require the ongoing disclosure of supplemental U.S. GAAP financial information by U.S. issuers that have elected to file IFRS financial statements.
Proposal A-Reconciled Information Pursuant to IFRS 1
Under the first alternative, Proposal A, a U.S. issuer that elects to file IFRS financial statements would provide the reconciling information from U.S. GAAP to IFRS called for under IFRS 1 in a footnote to its audited financial statements. IFRS 1 provides the requirements for transition from a prior basis of reporting, in this case U.S. GAAP, to IFRS as issued by the IASB. This information includes the restatement of and reconciliation from prior year's financial statements and the related disclosures. This information helps investors and users of financial statements to understand the differences between financial statements prepared in accordance with the prior basis of financial reporting and IFRS as issued by the IASB. provide the reconciling information from U.S. GAAP to IFRS required under IFRS 1, and would also disclose on an annual basis certain unaudited supplemental U.S. GAAP financial information covering a three-year period. This unaudited supplemental financial information would be in the form of a reconciliation from IFRS as issued by the IASB to U.S. GAAP. For each period covered, the reconciliation would be substantially similar to that required under IFRS 1, except that it would reconcile from IFRS financial statements to U.S. GAAP and it would reconcile the financial statements indicated below. Under Proposal B, the reconciliation would relate to all annual periods covered by IFRS audited financial statements, usually the most recent three fiscal years. This unaudited information would be disclosed on an annual basis in the issuer's annual report on Form 10-K.
The supplemental U.S. GAAP information provided under Proposal B would incrementally increase comparability in the following ways. In the annual report covering the year in which a U.S. issuer elected to report in accordance with IFRS, Proposal B would require U.S. GAAP information concerning the three most recently completed fiscal years. It also would require U.S. GAAP information in annual reports for periods after that in which an issuer elected to report in accordance with IFRS. In addition to improved comparability, the additional periods of U.S. GAAP information would incrementally aid investors in understanding the differences between IFRS and U.S. GAAP, including trends. Proposal B also increases the likelihood that U.S. issuers would maintain U.S. GAAP controls, procedures, and books and records, for periods after the election to report in IFRS. Consequently, were the Commission to determine not to continue to permit or require U.S. issuers to use IFRS, those issuers who had elected to report under IFRS could more easily return to reporting in accordance with U.S. GAAP. In addition, even if the Commission did not require issuers to revert to U.S. GAAP, some issuers may find it appropriate to do so.
To implement Proposal B, we would amend Item 101 ''Business'' of Regulation S-K by adding a paragraph (j). Under proposed Item 101(j), an issuer that uses IFRS as issued by the IASB as its basis of financial reporting would provide reconciliations from its IFRS financial statements to U.S. GAAP for each of the three fiscal years covered by the audited IFRS financial statements included elsewhere in the Form 10-K.
The reconciliations would cover all of the financial statements required to be presented under IFRS: The balance sheets, statements of income (loss), statements of cash flow, statements of changes in shareholders' equity, and statements of comprehensive income. Quarterly reports on Form 10-Q would not be required to provide disclosure pursuant to Item 101(j).
Under proposed Item 101(j), the reconciliations would be presented in a form and level of information in sufficient detail to explain all material adjustments to the relevant financial statements. 116 We are not proposing specific form and content requirements for the reconciliations presented under Item 101(j). While issuers could elect to reconcile the statements of comprehensive income and shareholders' equity from IFRS to U.S. GAAP, they may find it easier to prepare these statements using U.S. GAAP amounts.
Under this alternative, the information disclosed pursuant to proposed Item 101(j) would be contained under an appropriate caption in the body of the annual report on Form 10-K. As such, consistent with other non-financial statement information, it would be considered ''filed'' for purposes of Section 18 of the Exchange Act, 117 would be subject to the certifications by the principal executive and financial officers pursuant to Sections 302 and 906 of the Sarbanes-Oxley Act of 2002, 118 and would be subject to the disclosures and certifications relating to disclosure controls and procedures. 119 The preparation of the supplemental U.S. GAAP information, the underlying books and records on which that information is based and the internal accounting controls and procedures used to prepare such information would not be subject either to management's assessment of, or to the independent auditor's report relating to, internal controls and procedures over financial reporting pursuant to Section 404 of the Sarbanes-Oxley Act. 120 In addition, the supplemental U.S. GAAP information would not be required to be audited or reviewed by the issuer's independent auditors.
If we subsequently adopt rules to mandate the use of IFRS or subsequently determine not to mandate the use of IFRS and require ''early use'' issuers to revert back to U.S. GAAP, we anticipate eliminating any requirement to disclose supplemental U.S. GAAP financial information.
Under Proposal B, an eligible issuer that elects to file IFRS financial statements may begin to file financial statements prepared in accordance with IFRS for fiscal years ending on or after December 15, 2009. As an example, under this alternative, a U.S. issuer filing an annual report for the year ending December 31, 2009 in accordance with IFRS for the first time would include, in addition to the onetime reconciliation required under IFRS 1 (as described under Proposal A), the reconciliation from IFRS to U.S. GAAP as of December 31, 2008 and 2009 for balance sheet information and for the three years ending December 31, 2009 for the statements of income (loss) and other annual period financial statements. Thereafter, in each annual report on Form 10-K, the issuer would provide the IFRS to U.S. GAAP reconciliation covering the same threeyear period as the audited financial statements included in the Form 10-K.
Discussion of Proposals A and B
We believe that U.S. GAAP financial information, whether presented under either Proposal, would be useful to investors in order to facilitate their understanding of and education with respect to IFRS during the early stages of the transition of U.S. issuers to IFRS. This reconciliation, under either Proposal, would assist investors in their understanding and appreciation of the differences between U.S. GAAP and IFRS as issued by the IASB as such differences relate to the issuer providing the disclosure. The Proposal B requirement to provide a U.S. GAAP reconciliation on an annual and ongoing basis would provide U.S. GAAP information for additional and future periods beyond the one-time requirement under IFRS 1. Under Proposal B, issuers would need to have in place sufficient records and controls to prepare this U.S GAAP information.
In addition, U.S. GAAP financial information, whether presented under either Proposal, would facilitate the ability of investors to make comparisons among U.S. issuers that prepare U.S. GAAP financial statements and those that have elected the early use of IFRS. As proposed, only a limited number of U.S. issuers would be eligible to elect the early use of IFRS. While we believe the early use of IFRS by these eligible issuers may promote their comparability to non-U.S. issuers in certain industries, investors may also find it useful to make comparisons with other U.S. issuers, the 121 17 CFR 240.14a-3(b). 122 Item 18 of Form 20-F requires that a foreign private issuer provide as part of the U.S. GAAP reconciliation ''all other information required by U.S. generally accepted accounting principles and Regulation S-X.'' 123 Foreign private issuers that provide a U.S. GAAP reconciliation are required to provide such disclosure. See Instruction 2 to Item 5 of Form 20-F. 124 As discussed below in Section V.B., inclusion of foreign private issuers in Article 13 will not change the content of their financial statements filed under Form 20-F. majority of which would continue to prepare U.S. GAAP financial statements. The Proposal B requirement to provide a U.S. GAAP reconciliation on an annual and on-going basis could promote comparability with U.S. issuers that continue to use U.S. GAAP.
Were the Commission to determine not to continue to permit or require additional U.S. issuers to use IFRS, the Commission would determine whether to require U.S. issuers that had elected the early use of IFRS to revert back to U.S. GAAP. In addition, those issuers may find it appropriate to revert back to U.S. GAAP even if not required to do so. Thus, it would appear important that U.S. issuers electing to file IFRS financial statements maintain sufficient information, records and controls in place to be able to revert back to U.S. GAAP. The Proposal A requirement to provide only the reconciliation under IFRS 1 would not appear to promote the ability of U.S. issuers to revert back to U.S. GAAP, since U.S. GAAP information would not have been required to be accumulated or disclosed beyond the last year that the issuer previously reported under U.S. GAAP. The Proposal B requirement to provide a U.S. GAAP reconciliation on an annual and on-going basis may promote the ability of U.S. issuers to revert back to U.S. GAAP. 
V. Discussion of Proposed Amendments
Because we have not previously permitted U.S. issuers to use financial statements prepared in accordance with IFRS as issued by the IASB in their Securities Act and Exchange Act filings, our disclosure requirements and forms have not been specifically adapted for IFRS. This section discusses the proposed amendments to our rules and forms designed to permit the limited early use of IFRS as issued by the IASB as described in Section IV. The amendments also are designed to provide further instruction as to how any issuer that prepares its financial statements in accordance with IFRS as issued by the IASB for filings with the Commission, whether a U.S. issuer or a foreign private issuer that elects to file IFRS financial statements, should respond to disclosure requirements. 124 
A. The Use of IFRS Financial Statements in Commission Filings by Eligible Issuers
Proposed Amendments to Rule 4-01 of Regulation S-X
Regulation S-X contains, among other things, the form and content requirements for financial statements Under current Regulation S-X, the financial statements contained in the filings of any domestic issuer must be prepared in accordance with U.S. GAAP, unless the Commission has otherwise provided. 125 Although the Commission has made such provisions for foreign private issuers, which may prepare their financial statements in accordance with a comprehensive set of accounting principles other than U.S. GAAP with a reconciliation to U.S. GAAP or in accordance with IFRS as issued by the IASB without a reconciliation to U.S. GAAP, 126 issuers that are not foreign private issuers are permitted to use only U.S. GAAP.
To accommodate the limited early use of IFRS proposed in this release, we are proposing to add a new paragraph (a)(3) to Rule 4-01 of Regulation S-X so that a new category of issuers (e.g., those meeting the proposed definition of ''IFRS issuer'' discussed further below) may prepare their financial statements in accordance with IFRS as issued by the IASB. Under the proposed Rule 4-01(a)(3), financial statements prepared in accordance with IFRS as issued by the IASB would be subject to the proposed new Article 13, as described in Section V.B., below. Neither proposed Rule 4-01(a)(3) nor the proposed definition of ''IFRS issuer'' would affect the use of financial statements prepared in accordance with IFRS as issued by the IASB by foreign private issuers.
Proposed Definition of ''IFRS Issuer''
We are proposing to include a definition of ''IFRS Issuer'' in the definitions section of Regulation S-X as new Rule 1-02(cc). The term ''IFRS issuer'' would be defined as any issuer, other than a foreign private issuer that files financial statements pursuant to Item 17 or Item 18 of Form 20-F, that prepares its financial statements in accordance with IFRS as issued by the IASB and meets the eligibility criteria discussed in Section IV.A. We also propose to add a definition of ''IFRS issuer'' to the general definitions section of Rule 405 of Regulation C under the Securities Act and Rule 12b-2 of Regulation 12B under the Exchange Act. These proposed definitions would refer to the definition contained in proposed Rule 1-02(cc) of Regulation S-X. We propose defining ''IFRS issuer'' in the same way under Regulation S-X, the Securities Act and the Exchange Act in order to indicate clearly that the term is to have the same meaning in the application of all applicable rules, regulations and forms under the Securities Act and the Exchange Act. 48. Is the application of Regulation S-X and Regulation S-K to financial statements prepared in accordance with IFRS as issued by the IASB clear from the proposed amendments, or are there other items within those regulations that should be specifically amended to permit the filing of financial statements prepared in accordance with IFRS as issued by the IASB? If so, how would the application of Regulation S-X and Regulation S-K be unclear if there were no changes to those other than those proposed? What changes would be suggested in order to make them clear?
B. Application
Article 13 of Regulation S-X
We are proposing a new Article 13 to Regulation S-X which relates to the use of IFRS and sets out requirements as to the application of Regulation S-X and related rules and forms for any issuer, be it an eligible U.S. issuer or a foreign private issuer, that prepares financial statements in accordance with IFRS as issued by the IASB for filings with the Commission. We believe aggregating provisions relating to the use of IFRS as issued by the IASB into a single new article provides for the greatest simplicity and ease of use at this time.
Proposed Rule 13-01 relates to the application of proposed Article 13 with regard to both financial statements and issuers. Under proposed Rule 13-01(a), Article 13 applies to financial statements that are prepared in accordance with IFRS as issued by the IASB filed by an IFRS issuer, by a foreign private issuer pursuant to Form 20-F, or by an issuer with regard to nonissuer financial statements pursuant to Rule 3-05, 3-09 or 3-14 of Regulation S-X, as discussed further in Section V.E.1. below. We do not include foreign private issuers under the definition of IFRS issuer, and consequently list foreign private issuers and IFRS issuers separately in proposed Rule 13-01(a), because financial statement and other disclosure requirements for foreign private issuers are contained separately in Form 20-F. Because Form 20-F refers a foreign private issuer back to Regulation S-X, we believe providing for the application of Article 13 in this manner will provide that our rules relating to the use of financial statements prepared in accordance with IFRS as issued by the IASB will apply equally to both domestic issuers and foreign private issuers, while recognizing that foreign private issuers are subject to a separate disclosure and reporting regime under Form 20-F.
Proposed Rule 13-01(b) brings together three basic requirements for IFRS financial statements. First, such financial statements must contain an appropriate captioned note in which the issuer unreservedly and explicitly states compliance with IFRS as issued by the IASB. Second, the applicable accountant's report must include an opinion on whether the financial statements comply with IFRS as issued by the IASB. Finally, financial statements which are not prepared in accordance with IFRS as issued by the IASB will be presumed to be misleading or inaccurate, despite footnote or other disclosures, unless the Commission has otherwise provided. The first two requirements currently exist for foreign private issuers that use IFRS as issued by the IASB, but exist outside of Regulation S-X. The third clarifies the application of Rule 4-01(a) for IFRS financial statements.
The purpose of these requirements is so that issuers that file IFRS financial statements with the Commission do not deviate from IFRS as issued by the IASB. Deviations would not foster the development and use of a single set of high-quality global accounting standards and would undercut an objective of the proposed option, which as stated previously is intended to enhance comparability in an industry where IFRS is used more often than any other set of accounting standards. As we 132 We propose to clarify in Rule 1-01(c) of Regulation S-X that the proposed application of Rule 4-10 in Rule 13-02 would apply only to Commission filings.
133 See Section V.G.2. below. 134 For discussion relating to IAS 8 ''Accounting Policies, Changes in Accounting Estimates and Errors'' and the use of guidance to areas for which specific IFRS do not exist, see Section III.B.4., above, and Section V.C.4., below.
135 IAS 12 ''Income Taxes.'' stated in the adopting release accepting IFRS financial statements by foreign private issuers without reconciliation to U.S. GAAP, we believe that the benefits of moving towards a single set of globally accepted standards as a longterm objective, including increased transparency and comparability of financial statements, are attainable only if IFRS represents a single set of highquality accounting standards and not a multiplicity of divergent standards using the same name. However, we would retain the ability to take such action as may be appropriate to address financial reporting issues in filings with the Commission. Proposed Rule 13-02 describes how the other articles contained in Regulation S-X would apply to IFRS financial statements. Regulation S-X has various provisions that specify the financial presentation, disclosure content, and in some cases, recognition and measurement of amounts, to be provided within an issuer's financial statements. Under the proposed rules, an eligible IFRS issuer would apply IFRS as issued by the IASB in its entirety, and ordinarily would not be required to comply with provisions of Regulation S-X that specify financial presentation, disclosure content, or recognition and measurement of amounts within the issuer's financial statements. However, as described more fully in Section V.D.4., in many instances an eligible IFRS issuer may be permitted to follow these types of provisions as acceptable accounting policy choices under IAS 8. Also, in many instances disclosures of the types specified by Regulation S-X may be necessary in IFRS financial statements to fully comply with the general requirement for fair presentation of IFRS financial statements under IAS 1 ''Presentation of Financial Statements.'' Regulation S-X also has various provisions that specify the age, dates and periods to be covered by financial statements of the issuer in Commission filings under various circumstances, the qualifications of auditors and the content of audit reports, and circumstances in which financial statements of entities other than the issuer are required in the issuer's filings. These provisions are relevant irrespective of any particular system of accounting principles and would continue to apply to IFRS issuers.
A walkthrough of how proposed Rule 13-02 would specify this application follows. In those instances where an eligible IFRS issuer is not required to comply with the particular provision of Regulation S-X, but may be permitted to do so as an acceptable accounting policy choice under IAS 8, the provision is described as ''need not apply''. 127 If the particular provision of Regulation S-X is by its nature not applicable to IFRS financial statements, or would be in conflict with IFRS as issued by the IASB, the provision is described as ''shall not apply''. Otherwise, the provisions of Regulation S-X would apply.
Article 1 ''Application of Regulation S-X'' describes the application of Regulation S-X in setting forth the form and content requirements for financial statements filed as part of Commission filings, and includes definitions of terms used throughout Regulation S-X. Except as noted below regarding Rule 4-10, Article 1 would apply.
Article 2 ''Qualifications and Reports of Accountants'' describes the qualifications and reports of accountants and includes certain requirements related thereto. Article 2 would apply.
Article 3 ''General Instructions as to Financial Statements'', which principally addresses the age, dates and periods to be covered by financial statements of the issuer and the circumstances in which financial statements of entities other than the issuer are required in the issuer's filings, would apply. However, some of the individual rules contained in Article 3 specify certain disclosure content within an issuer's financial statements, and need not, or would not, apply to IFRS financial statements. Specifically, Rule 3-03 ''Instructions to income statement requirements,'' and Rule 3-04 ''Changes in other stockholders' equity,'' need not apply to IFRS financial statements because the areas to which they relate are provided for in IFRS as issued by the IASB. Rule 3-15(a)(1) ''Special provisions as to real estate investment trusts,'' would not apply because its requirements with respect to income statement presentation are incompatible with IFRS as issued by the IASB. 128 Rules 3-15(b) and (c) need not apply to IFRS financial statements but the disclosures specified therein may be necessary for a fair presentation under IAS 1. Rule 3-20 ''Currency for financial statements of foreign private issuers'' by its terms applies only to foreign private issuers.
Article 3A ''Consolidated and Combined Financial Statements'' need not apply, because the areas to which those rules relate are provided for in IFRS as issued by the IASB. 129 Article 4 ''Rules of General Application'' would apply, except for Rules 4-07, 4-08, and certain paragraphs of Rule 4-10. Rule 4-07 ''Discount on shares'' and Rule 4-08 ''General notes to financial statements,'' need not apply to IFRS financial statements, because the areas to which those rules relate are provided for in IFRS as issued by the IASB. 130 Rule 135 With respect to Article 5 ''Commercial and Industrial Companies,'' Article 7 136 Rule 10-01(c)(4) would not apply to an IFRS issuer. IAS 34 permits a highly seasonal entity to present a 12-month interim period in addition to, but not in lieu of, the year-to-date interim period. 137 IAS 34 uses the term ''changes in equity'' rather than the term ''changes in financial position'' that is used in Regulation S-X. 138 See, e.g., Exchange Act Section 13(b)(2)(B)(ii) [ 141 See, e.g., Section 101(b) of Regulation G and Item 10(e)(3)(i) of Regulation S-K. 142 An example of specifically providing otherwise is in Regulation G and Item 10(e)(3) of Regulation S-K, where references to U.S. GAAP and other comprehensive bases of accounting is intended to be specific. See also Rule 4-01 of Regulation S-X. 143 Specifically, Rules 11a-1h, 15c3-1g, 17a-5, 17g-3, 17h-1T, and 17i-6. 144 The staff has taken a similar approach in the application of internal control reporting requirements by foreign private issuers without recognizing foreign bases of accounting as ''generally accepted. ' However, several paragraphs of Rule 10-01 would continue to apply to IFRS financial statements. Rule 10-01(a)(1) would apply because it contains the general requirement for interim financial statements that must be provided. Rule 10-01(a)(6) would continue to apply so as to allow the omission of schedules for IFRS interim financial statements. Rule 10-01(b)(6) would continue to apply to require disclosure relating to any material accounting changes and the filing of a preferability letter from the issuer's independent auditor. For issuers that file IFRS financial statements, the disclosure required by this paragraph should comply with the requirements of IAS 34. Rules 10-01(c)(1)-(3) 136 would also continue to apply to IFRS financial statements for interim periods, as those paragraphs describe the periods for which balance sheets, income statements, and changes in financial position are required to be presented in quarterly reports on Form 10-Q. 137 Rule 10-01(d), which requires that interim financial statements included in quarterly reports be reviewed by an independent accountant, would continue to apply. Rule 10-01(e) also continues to apply to permit the filing of interim financial information to be waived in certain cases.
Finally 138 In addition, our regulations contain numerous accounting references, which include both references to ''generally accepted accounting principles'', or ''GAAP'' and specific references to provisions of U.S. GAAP. This may cause some doubt as to how such references should apply with respect to financial statements prepared in accordance with IFRS as issued by the IASB. In order to provide clarity as to application of our regulations, we are proposing Rule 13-03 to address application of both general references to GAAP as well as the references to specific U.S. GAAP pronouncements for IFRS financial statements. Consistent with our proposed approach to Article 13 of Regulation S-X overall, we propose an approach to address these matters on a consolidated basis rather than amending each of the specific references at this time.
With regard to general references to GAAP, we are proposing an approach consistent with the approach we used when we adopted rules pursuant to Section 401(b) of the Sarbanes-Oxley Act of 2002 139 with respect to the use of non-GAAP financial measures by foreign private issuers. 140 In both Regulation G and Item 10(e)(3) of Regulation S-K, we specified that GAAP refers to U.S. GAAP, but in the case of foreign private issuers whose primarily financial statements are prepared in accordance with non-U.S. generally accepted accounting principles, GAAP refers to the principles under which those primary financial statements are prepared. 141 Similarly, we are proposing a similar approach for administrative purposes only in Rule 13-03(a) that, unless otherwise specifically provided, 142 references to ''generally accepted accounting principles'' in Parts 210, 229, 230, 239, 240 and 249, except for certain rules in Part 240 not relating to financial statements in Exchange Act registration statements, periodic reports and proxy or information statements, 143 should be construed by issuers to which Article 13 applies to mean IFRS as issued by the IASB. 144 In addition to general references to GAAP, our regulations also contain numerous references to specific standards and interpretations included in U.S. GAAP. 145 We are proposing an approach consistent with the approach we used for our amendments removing the reconciliation requirement for IFRS financial statements by foreign private issuers. Proposed Rule 13-03(b) would indicate that, unless otherwise specifically provided, in providing information in response to requirements in Parts 210, 229, 230, 239, 240 and 249 that refer to pronouncements of U.S. GAAP, disclosure is to be provided that satisfies the objective of the relevant disclosure requirements. We are not proposing to revise the references to U.S. GAAP standards and interpretation to include their analog under IFRS as issued by the IASB. We believe that issuers preparing IFRS financial statements would be able to determine which, if any, IFRS standards would provide useful reference in satisfying the relevant disclosure requirements without undue burden.
Finally, proposed Rule 13-03(c) would clarify that in providing general caption data, segment data or schedule information in response to Regulation S-K item requirements, IFRS issuers may present amounts based on IFRS as issued by the IASB. This proposed approach is consistent with the approach adopted for foreign private issuers that file IFRS financial statements without a reconciliation to U.S. GAAP. 146 It is also consistent with the proposed approach to schedule information from IFRS issuers under Articles 5, 7 and 9 of Regulation S-X, as discussed above.
Request for Comment 52. With regard to specific references to U.S. GAAP in our regulations, should we amend the references to U.S. GAAP pronouncements to also reference appropriate IFRS guidance, and, if so, what should the references refer to? Would issuers be able to apply the proposed broad approach to U.S. GAAP pronouncements and would this approach elicit appropriate information for investors? Should we retain the U.S. GAAP references for definitional purposes?
53. With regard to general references to U.S. GAAP, is our proposed approach appropriate and sufficiently clear? If not, how should these matters be addressed differently and why? 54. Is our proposed approach sufficiently clear on how to address general caption data, segment data and schedule information outside the financial statements? If not, what changes should we make? Are there other places in our regulations that need to be addressed?
C. Proposed Amendments to Item 10(e) of Regulation S-K and Regulation G
In addition to the general references to ''generally accepted accounting principles'' described above, certain rules relating to the use of non-GAAP financial measures contain specific references to ''U.S. generally accepted accounting principles:'' both Item 10(e)(3) of Regulation S-K 147 and Rule 101(b) of Regulation G 148 state that for purposes of those regulations, ''GAAP refers to generally accepted accounting principles in the United States.'' In each case, there is an express provision addressing the application of Item 10(e) and Regulation G to foreign private issuers that prepare financial statements in accordance with non-U.S. generally accepted accounting principles. 149 In order to similarly address the situation of U.S. issuers preparing their financial statements in accordance with IFRS as issued by the IASB, we are proposing to amend Item 10(e)(3) of Regulation S-K and Rule 101(b) of Regulation G to include IFRS issuers together with foreign private issuers in how to apply our rules relating to the use of non-GAAP financial measures when the issuer's primary financial statements are prepared on a basis other than U.S. GAAP.
D. Related Disclosure and Financial Reporting Issues
Selected Financial Data
Under Item 301(a) of Regulation S-K, issuers must provide five years of selected financial data. As part of our proposal to accept financial statements prepared using IFRS as issued by the IASB from certain domestic issuers, we are proposing to add an instruction to Item 301 to clarify that an IFRS issuer shall present selected financial data on the basis of IFRS as issued by the IASB.
We recognize that, under the amendments proposed in this release, many IFRS issuers will be adopting IFRS as issued by the IASB for the first time and therefore will not have available five years of financial data based on IFRS as issued by the IASB. Accordingly, the proposed instruction to Item 301 allows an IFRS issuer that prepares its financial statements in accordance with IFRS as issued by the IASB for the first time to present selected historical financial data for the three most recent fiscal years. If this instruction is adopted, in each of the two subsequent fiscal years that IFRS issuer would provide an additional year of selected financial data based on IFRS as issued by the IASB, building up to five years.
Request for Comment 55. Will three years of selected financial data based on IFRS be sufficient for investors, or should IFRS issuers be required to disclose in their selected financial data previously published information based on U.S. GAAP with respect to previous financial years or interim periods?
Market-Risk and the Safe Harbor Provisions
Pursuant to Item 305 of Regulation S-K, 150 an issuer is required to provide quantitative and qualitative disclosure about market risk related to certain financial instruments. This information, which is not included in the financial statements of a filing, is expressly subject to the statutory safe harbors provided under Section 27A of the Securities Act 151 and Section 21E of the Exchange Act 152 to the extent it constitutes ''forward looking statements. '' 153 IFRS 7 ''Financial Instruments: Disclosure'' as recently amended, requires market risk disclosure that is similar to that required under Item 305. 154 In this respect, the sensitivity analysis provided under IFRS will be based on forward-looking information. This information will appear in the footnotes to audited IFRS financial statements.
Section 27A of the Securities Act and Section 21E of the Exchange Act expressly exclude from the safe harbor any information ''included in a financial statement prepared in accordance with generally accepted accounting principles.'' 155 The safe harbor therefore is not available for any 156 See the 2007 Adopting Release, discussion at Section III.C.2.c. 157 We have not proposed amendments to Form 20-F to require similar disclosure from foreign private issuers that adopt IFRS for the first time because foreign private issuers have previously been permitted to change their basis of financial reporting and because a foreign private issuer's change to IFRS in many cases will be mandatory. 158 FRs contain the Commission's views and interpretations relating to financial reporting. Prior to 1982, the Commission published its views and interpretations relating to financial reporting in Accounting Series Releases (ASRs). In FR 1, Adoption of the Financial Reporting Release Series and Codification of Currently Relevant ASRs, the Commission codified certain previously issued ASRs on financial reporting matters. 159 Staff Accounting Bulletins reflect the Commission staff's views regarding accountingrelated disclosure practices. They represent interpretations and policies followed by the Division of Corporation Finance and the Office of the Chief Accountant in administering the disclosure requirements of the federal securities laws. Industry Guides serve as expressions of the policies and practices of the Division of Corporation Finance. They are of assistance to issuers, their counsel and others preparing registration statements and reports, as well as to the Commission's staff. SABs and Industry Guides are not rules, regulations, or statements of the Commission. They have not been issued pursuant to notice and comment rulemaking, and the Commission has neither approved nor disapproved these interpretations. 160 Issuers are required to have audits conducted in accordance with the standards of the PCAOB regardless of the comprehensive basis of financial reporting they use to prepare their financial statements. 161 The provisions of IAS 8 are described above in footnote 76.
forward looking information included in IFRS financial statements. When we adopted the market risk disclosure requirements, the Commission considered whether the market risk disclosure could be included in a registrant's financial statements and, if so, whether the safe harbor should apply to that disclosure. The Commission decided to require that the information required under Item 305 be disclosed outside the financial statements.
As required by Article 4-01 of Regulation S-X, the financial statements filed by a registrant must comply fully with a comprehensive body of accounting principles, which, under the proposed amendments, includes IFRS 7 for those companies that use IFRS as issued by the IASB.
We recognize that foreign private issuers that are IFRS filers have expressed particular concerns related to the applicability of the safe harbor for forward-looking statements. 156 As we did in connection with our approach to foreign private issuers, we are not proposing any changes in this area for U.S. issuers that elect to use IFRS, although we are soliciting comments below. At this time, we believe the question warrants further consideration and, if appropriate, we may address through a separate rulemaking initiative.
Request for Comment 56. Should the Commission address the implications of forward-looking disclosure contained in a footnote to the financial statements in accordance with IFRS 7? For example, would some kind of safe harbor provision or other relief or statement be appropriate? 3. Disclosure of First-Time Adoption of IFRS in Form 10-K As referenced above in Section IV.C., we are proposing that an eligible U.S. issuer that changes to IFRS disclose certain information related to that change in its annual report on Form 10-K covering the fiscal year for which IFRS financial statements are first filed. Because U.S. issuers have not previously been permitted to use a basis of financial reporting other than U.S. GAAP, we believe it is appropriate that an issuer provide disclosure related to a change in its basis of financial reporting prominently in its Form 10-K, such as at the beginning of the Business section. 157 Under our integrated disclosure system, disclosure requirements for Form 10-K are contained in Regulation S-K. To implement these disclosure requirements in Form 10-K, we are proposing to amend Item 101 ''Business'' in Regulation S-K by adding a paragraph (i). Under the proposed Item 101(i), an issuer that changes the comprehensive set of accounting principles used in preparing its primary financial statements to IFRS must prominently disclose the following in its first annual report on Form 10-K that uses IFRS:
• The financial statements are prepared using IFRS;
• The reasons for the change;
• The corporate governance processes followed in electing to make the change (including whether a shareholder vote was held and whether the company's board of directors and audit committee considered the matter); and
• The date the issuer submitted its request to the staff demonstrating that it met the criteria to change to IFRS and the date the staff issued its letter of no objection.
Under proposed Item 101(i), similar disclosure relating to the first three items above would be required from any IFRS issuer that subsequently chose to revert back to U.S. GAAP. That disclosure would be included in the annual report on Form 10-K for the year in which the issuer reverted to U.S. GAAP.
Request for Comment 57. Is the proposed disclosure in Form 10-K sufficient in prominence and content to indicate to investors that the issuer has changed its basis of financial reporting from that used in previous filings? If not, what further disclosure should be provided, and where? Should we require that an issuer disclose the criteria under which it is eligible to file IFRS financial statements? Should issuers be required to reference the letter of no objection in their first IFRS filing?
58. Should we amend Form 8-K to require ''forward-looking'' disclosure relating to an issuer's consideration of whether it will file IFRS financial statements in the future? If so, what type of information should be disclosed, and at what point in time prior to the issuer actually filing IFRS financial statements? Would a requirement to make such forward-looking disclosure have any impact on an issuer's decision to adopt IFRS? If so, what would the effect be?
Other Considerations Relating to IFRS and U.S. GAAP Guidance
The Commission recognizes that a U.S. issuer that files financial statements prepared in accordance with IFRS as issued by the IASB may nevertheless pursuant to the application of IAS 8 look for guidance from Commission sources other than rules and regulations, including Accounting Series Releases (''ASRs'') and Financial Reporting Releases (''FRs''). 158 In addition, such an issuer may look to the guidance that the Commission staff provides in Staff Accounting Bulletins (''SABs''), and, if the issuer is engaged in certain lines of business, various Industry Guides. 159 No changes to such guidance are planned. We believe that an issuer that prepares its financial statements in accordance with IFRS as issued by the IASB, and its auditor, would continue to be required to follow any Commission guidance that relates to auditing issues. 160 An issuer using IFRS as issued by the IASB, although not required to follow U.S. GAAP guidance, may find reference to FRs, ASRs, SABs, and Industry Guides and other forms of guidance useful in the application of IAS 8. 161 Request for Comment 59. Are there issues on which further guidance for IFRS issuers would be necessary and appropriate?
162 Rule 3-05 specifies the requirements for financial statements of businesses acquired or to be acquired. Rule 3-09 specifies the requirements for financial statements of unconsolidated majorityowned subsidiaries and 50% or less owned investments accounted for by the equity method. Rule 3-14 specifies requirements for financial statements of real estate operations (properties) acquired or to be acquired. 163 An entity is significant to the issuer under Rules 3-05 and 3-09 if the issuer's investment in the entity exceeds 20% of the issuer's total assets, the entity's income (as defined) exceeds 20% of the issuer's corresponding income, or (for Rule 3-05 only) the entity's total assets exceed 20% of the issuer's total assets. Rule 3-14 significance is based on the 10% level in Rule 1-02(w) . 164 The entity need not meet the proposed definition of ''IFRS issuer.'' 165 A guarantee of a registered security is itself a security, so a guarantor of a registered security is itself considered an issuer of a security. See Securities Act Section 2(a) (1) . 166 We took a similar approach in our adopting release accepting IFRS financial statements by foreign private issuers without reconciliation to U.S. GAAP. 167 Substantial portion of the collateral is defined in Rule 3-16(b) as ''the aggregate principal amount, par value, or book value of the [affiliate's] securities as carried by the registrant, or the market value of such securities, whichever is the greatest, equals 20 percent or more of the principal amount of the secured class of securities.''
E. Financial Statements of Other Entities Under Regulation S-X
Several rules under Regulation S-X relate to financial statements of other entities that an issuer must include in its filings. This section describes how these rules would apply to an issuer that files IFRS financial statements.
Application of the Amendments to
Under Rules 3-05, 3-09 and 3-14 of Regulation S-X, an issuer, in certain circumstances, must include the financial statements of another entity in its filings. 162 Although we are not proposing specific amendments to those rules as part of this rulemaking initiative, as noted in proposed Rule 13-03(a), the amendments we are proposing in this release will apply equally in the application of Rules 3-05, 3-09 and 3-14.
a. Significance Testing
Under Rules 3-05, 3-09 and 3-14, an issuer is required to include the financial statements of another entity if the entity meets certain significance tests. 163 If the significance thresholds under Rule 3-05, 3-09 or 3-14 are met, then the issuer must provide on a separate basis audited annual financial statements of the subject entity.
Significance testing under Rule 1-02(w) has historically been performed using U.S. GAAP amounts. As part of our adopting release accepting IFRS financial statements by foreign private issuers without reconciliation to U.S. GAAP, we amended Rule 1-02(w) to clarify that a foreign private issuer that prepares its financial statements in accordance with IFRS as issued by the IASB should conduct significance testing using amounts determined under IFRS as issued by the IASB. We are proposing to revise Rule 1-02(w) to clarify that an IFRS issuer that prepares its financial statements in accordance with IFRS as issued by the IASB also should perform significance testing using amounts determined under IFRS as issued by the IASB.
Requirements for significance testing are governed by the financial statements of the issuer. Generally, if an issuer prepares its own financial statements using IFRS as issued by the IASB, that issuer would perform the significance tests under Rules 3-05, 3-09 and 3-14 using IFRS as issued by the IASB, regardless of the basis of financial reporting used by the other entity.
b. Separate Historical Financial
Generally, the historical financial statement requirements for an acquired business or investee under Rule 3-05, 3-09 or 3-14 are governed by the status of that entity, and the burden of providing the financial statements of a non-issuer entity would be no higher than if it were the issuer. Under the adopting release accepting IFRS financial statements by foreign private issuers without reconciliation to U.S. GAAP, we permit foreign and domestic issuers to file financial statements under Rules 3-05 and 3-09 for foreign businesses under IFRS as issued by the IASB without reconciliation to U.S. GAAP. In addition, in applying the proposed amendments, if an IFRS issuer or foreign private issuer is required to file financial statements under Rule 3-05, 3-09, or 3-14 for any entity, whether domestic or foreign, whose audited financial statements are in accordance with IFRS as issued by the IASB, those financial statements would be acceptable in a Commission filing. 164 For example, IFRS issuers and foreign private issuers that acquire a ''significant'' business, domestic or foreign, under Rule 3-05 would be permitted, under the proposed rules, to include the acquiree's financial statements prepared in accordance with IFRS as issued by the IASB. The same would be true for the financial statements of a ''significant'' investee under Rule 3-09 or acquired property under Rule 3-14. To clarify this ability to use IFRS as issued by the IASB for any financial statements under Rule 3-05, 3-09 or 3-14, we are proposing to amend Rule 4-01(a) of Regulation S-X to clarify that such an option is available.
Financial Statements Provided Under Rule 3-10
Rule 3-10 of Regulation S-X specifies financial statement requirements for issuers of guaranteed securities and guarantors. 165 Generally, under this rule both the issuer of the guaranteed security and the guarantor must follow the financial statement requirements of a registrant. If both entities were IFRS issuers, we would accept the financial statements prepared in accordance with IFRS as issued by the IASB.
However, Rule 3-10 permits modified reporting by subsidiary issuers of guaranteed securities and subsidiary guarantors. Separate financial statements need not be filed for subsidiaries meeting the applicable conditions contained in Rules 3-10(b) through 3-10(f). Instead, condensed consolidating financial information is presented in the parent company's reports in an additional audited footnote to the financial statements. A parent issuer or guarantor that presents consolidated financial statements under IFRS as issued by the IASB would present the condensed consolidating financial information on the basis of IFRS as issued by the IASB. 166 We do not believe that any revision to Rule 3-10 is necessary to implement the acceptance of financial statements prepared using IFRS as issued by the IASB, other than extending the reference to the articles of Regulation S-X to incorporate Article 13.
Financial Statements Provided Under Rule 3-16
Rule 3-16 specifies the requirement for financial statements of affiliates of an issuer whose securities collateralize an issue registered or being registered. The requirement to provide separate financial statements under Rule 3-16 is based upon whether or not the securities are a substantial portion (as defined) of the collateral for the class of securities registered or being registered. 167 Affiliates whose securities collateralize a security registered or being registered are not themselves issuers, but the issuer whose securities are collateralized (ordinarily the parent company) must file the financial statements of those affiliates under Rule 3-16 ''that would be required if the affiliate were a registrant.'' The affiliates 168 We took a similar approach in our adopting release accepting IFRS financial statements by foreign private issuers without reconciliation to U.S. GAAP. will ordinarily be consolidated subsidiaries of the parent/issuer. If the parent/issuer is an eligible IFRS issuer, then we would accept financial statements prepared in accordance with IFRS as issued by the IASB for both the parent/issuer and the Rule 3-16 affiliates. If the parent/issuer files U.S. GAAP financial statements, we would expect the Rule 3-16 financial statements to be U.S. GAAP as well. We do not believe that any revision to Rule 3-16 is necessary to implement the acceptance of financial statements prepared in accordance with IFRS as issued by the IASB.
F. Pro Forma Financial Statements Provided Under Article 11
Under Article 11 of Regulation S-X, issuers are required to prepare unaudited pro forma financial information that is intended to give effect as if a particular transaction, such as a significant recent or probable business combination, had occurred at the beginning of the financial period. Requirements for pro forma financial information under Article 11 continue to be governed by the financial statements of the issuer rather than of the acquiree or other entity, as the pro forma results must be presented using the same basis of financial reporting as the issuer. Similarly, these rules do not impose a higher presentation burden on pro forma financial information than would be imposed on the historical financial statements of the issuer. We are not proposing to amend Article 11, but the proposed amendments will apply in the application of Article 11. Accordingly, if the proposed amendments are adopted, an IFRS issuer would prepare the pro forma financial information by presenting its IFRS results and converting the financial statements of the business acquired (or to be acquired) into IFRS as issued by the IASB. 168 Request for Comment 60. Is the application of the proposed rules to the preparation of financial statements and financial information described in Sections V.D and V.E above sufficiently clear? If not, what areas need to be clarified? Are any further changes needed for issuers that prepare their financial statements using IFRS as issued by the IASB?
61. Under the proposed rules, an IFRS issuer or foreign private issuer may file financial statements of an entity under Rule 3-05, 3-09 or 3-14 prepared in accordance with IFRS as issued by the IASB even though the entity does not meet the definition of ''IFRS issuer.'' Should we also accept financial statements required under Rule 3-05, 3-09 or 3-14 prepared in accordance with IFRS as issued by the IASB without regard to the status of the issuer as an IFRS issuer or foreign private issuer? Should our acceptance depend on characteristics of the entity whose financial statements are being provided, such as that the entity already prepares IFRS financial statements or the entity principally operates outside the United States?
62. Are there other rules in Regulation S-X that should be specifically amended to accommodate our proposal? If so, how would the application of those rules be unclear if there were no changes to those rules, and what changes would be suggested in order to make them clear?
G. Industry Specific Matters
Disclosure Pursuant to Industry Guides
Companies that are engaged in certain lines of business are subject to various Industry Guides. 169 The Commission is not proposing any specific amendments with respect to information required to be disclosed pursuant to the Industry Guides by IFRS issuers and believes that IFRS issuers that transition to IFRS and to which these Guides apply do not need a general accommodation.
Several of the Industry Guides contain specific references to U.S. GAAP pronouncements. Although we are not proposing to amend the Industry Guides, IFRS issuers should respond to those provisions in a manner consistent with the approach taken in the proposed Rule 13-03 of Regulation S-K. Specifically, an IFRS issuer that is subject to the Industry Guides, in responding to Industry Guide items that refer to U.S. GAAP pronouncements, should provide disclosure that satisfies the objective of the Industry Guide disclosure requirements. In providing such disclosure, an IFRS issuer would not need to repeat information contained in its IFRS financial statements.
Industry Guide disclosure is intended to provide a ''track-record'' of trend information such as loan quality information for banks providing disclosure under Industry Guide 3 or property casualty loss reserve development under Industry Guide 6. The Commission recognizes that transition to IFRS will impact the Industry Guide disclosure of IFRS issuers for the first time, who may not have available prior years of Industry Guide information prepared under IFRS as issued by the IASB. Although the staff does not intend to amend the Industry Guides, the staff believes and intends to apply the Industry Guides such that a first-time adopter of IFRS who relies on the amendments, if adopted, would be consistent with existing Industry Guides if it provides three years of Industry Guide information under IFRS as issued by the IASB, with information provided under U.S. GAAP to cover earlier years as called for by the Industry Guides, as applicable.
Under Industry Guide 5 ''Preparation of Financial Statements Relating to Interest in Real Estate Limited Partnerships,'' real estate limited partnerships provide prior performance information of programs sponsored by the general partner and its affiliates in tabular form. The tables containing this information may encompass numerous affiliates of the General Partner, and often are quite voluminous. For issuers that prepare their financial statements in accordance with IFRS as issued by the IASB, the staff would permit this prior performance information to continue to be presented in U.S. GAAP. The General Partner and affiliated partnerships need not convert their prior performance information to IFRS if the partnership is otherwise eligible to use IFRS under the proposed rules.
Disclosure From Oil and Gas Companies Under FAS 69
Pursuant to either earlier Commission rules or more recent FASB standards, public companies with significant oil and gas activities have been required to disclose reserve and other information relating to those activities. In November 1982, the FASB adopted FAS 69 ''Disclosures about Oil and Gas Producing Activities,'' which establishes a comprehensive set of disclosures for oil and gas producing activities. Under this standard, public companies with such significant activities are required to disclose unaudited supplementary information relating to proved oil and gas reserves, and capitalized costs relating to oil and gas producing activities. As a result of the FASB's adoption of FAS 69, the Commission initially suspended the effectiveness of a rule under Regulation S-X calling for substantially similar 170 The requirement was found in former Rule 4-10(k) of Regulation S-X. information, 170 and then deleted the rule altogether. 171 The Commission noted that, in light of the FASB standard, its own earlier rule requiring this disclosure was duplicative and no longer necessary. As we did with foreign private issuers when we provided the option to provide IFRS financial statements without a reconciliation to U.S. GAAP, we are proposing to continue to require an IFRS issuer to provide the information called for under FAS 69 even though the company is preparing financial statements in accordance with IFRS as issued by the IASB. See proposed Rule 13-03(d) of Regulation S-X. The nature of the information provided under FAS 69 is not in the nature of U.S. GAAP information but rather is supplementary information included as an unaudited footnote to the audited financial statements. We believe that the information required by FAS 69 is useful to investors and would not otherwise be required to be disclosed under IFRS.
Request for Comment 63. Should an IFRS issuer be required to continue to comply with the disclosure requirements of FAS 69? What alternatives may be available to elicit the same or substantially the same disclosure? Proposed Rule 13-03(d) of Regulation S-X is modeled on an instruction relating to FAS 69 in Item 18 of Form 20-F. Does this proposed rule need to be modified in any way to more clearly require filers to provide information required by FAS 69?
H. Application of the Proposed Amendments to Other Forms, Rules and Schedules
Application of Proposed Amendments to Exempt Offerings
The proposed amendments, if adopted, would apply to financial statements filed with the Commission by an eligible IFRS issuer that are included in any registration statement filed under the Securities Act or the Exchange Act, periodic or other report filed under Section 13(a) or 15(d) of the Exchange Act and any proxy or information statement pursuant to Section 14 of the Exchange Act. An IFRS issuer that would be eligible to file with the Commission financial statements prepared in accordance with IFRS under the proposed rules also would be able to use those financial statements when conducting an offer or sale of securities that is exempt from registration under the Securities Act, where the exemption relied upon requires that financial statements be furnished to investors. 172 We believe allowing an eligible IFRS issuer to use IFRS financial statements in its Commission filings while disallowing the use of those financial statements in an exempt offering would be unduly burdensome to issuers and inconsistent with our proposed acceptance of the use of IFRS as issued by the IASB in the United States capital market. However, an issuer to which proposed Article 13 of Regulation S-X would not apply would not be able to use financial statements prepared in accordance with IFRS as issued by the IASB in exempt offers or sales of securities where the exemption relied upon requires that financial statements be furnished to investors (including if that issuer would have been permitted to file IFRS financial statements solely for purposes of Rules 3-05, 3-09 and 3-14 pursuant to proposed Rule 4-01(a)(4)).
References to FASB Pronouncements in Form 8-K
The proposed amendments, if adopted, would apply to current reports on Form 8-K filed pursuant to Rule 13a-11 or Rule 15d-11 under the Exchange Act and for reports of nonpublic information required to be disclosed by Regulation FD. 173 The proposed amendments also would apply to filings made pursuant to Rule 425 under the Securities Act, regarding written communications related to business combination transactions, or Rules 14a-12(b) or Rule 14d-2(b) under the Exchange Act relating to soliciting materials and pre-commencement communications pursuant to tender offers.
Form 8-K contains several items that contain references to specific standards included in U.S. GAAP. We are proposing to add instructions to those items to provide references to specific IFRS standards to which an IFRS issuer would refer instead of the U.S. GAAP standard. Specifically, we are proposing to add a new sentence at the end of instruction 4 to Item 2.04 to refer to IAS 37 ''Provisions, Contingent Liabilities This proposed reference to specific IFRS standards in Form 8-K differs from the general approach in proposed Rule 13-03(c), where we are not proposing to identify specific IFRS standards that an IFRS issuer should look to when responding to item requirements that make reference to specific U.S. GAAP pronouncements. 174 We believe that providing the specific IFRS standard is necessary as the occurrence of an event specified in Items 2.04, 2.05 and 4.02 of Form 8-K requires the U.S. issuer to file a Form 8-K in addition to disclosing these events.
Application of IFRS to Tender Offer and Going-Private Rules
Instructions 6 and 8 to Item 10 of Schedule TO, the tender offer statement under the Exchange Act, 175 contain references to a reconciliation to U.S. GAAP. Instructions 1 and 2 to Item 13 of Schedule 13E-3, 176 the transaction statement under Section 13(e) of the Exchange Act, also contain references to a reconciliation to U.S. GAAP. In order to implement fully the proposed use of IFRS by eligible U.S. issuers, we are proposing conforming amendments to these instructions of Schedule TO and Schedule 13E-3 to clarify that issuers eligible to use IFRS financial statements may use those financial statements in Schedule TO and Schedule 13E-3 without a reconciliation to U.S. GAAP. 179 Certain provisions of the proposed amendments to Regulation S-X could also affect collection of information requirements within the meaning of the PRA for Form S-1 under the Securities Act and Form 10 under the Exchange Act. However, all of the issuers that currently would be eligible to use IFRS accounting if these proposals were adopted are issuers that are eligible to use alternative forms in lieu of Forms S-1 and 10 that would allow an issuer to incorporate the Regulation S-X disclosures from the issuer's Exchange Act periodic reports. We reviewed the types of filings made by a sample of the issuers that we estimate are currently eligible over a three year period, and none of the issuers filed a Form S-1 or Form 10 over this time. Accordingly, we do not believe the proposed amendments would impose any new recordkeeping or information collection requirements, or other collections of information requiring OMB's approval for Forms S-1 and 10.
and what changes would be suggested in order to make them clear?
VI. General Request for Comments
We request and encourage any interested persons to submit comments regarding:
• The proposed changes that are the subject of this release;
• Additional or different changes; or • Other matters that may have an effect on the proposals contained in this release.
In addition to providing comments on these matters, we encourage interested parties to provide comment on broader matters related to the development of a single set of globally accepted accounting standards, for example:
66. Are there other considerations in addition to those discussed in this release that the Commission should consider as part of the proposed amendments to permit the limited use of IFRS or its future decision regarding the use of IFRS by U.S. issuers?
We request comment from the point of view of registrants, investors, accountants, accounting standard setters, users of financial statements and other market participants. With regard to any comments, we note that such comments are of greatest assistance to our rulemaking initiative if accompanied by supporting data and analysis of the issues addressed in those comments.
VII. Paperwork Reduction Act
A. Background
Certain provisions of the proposed amendments contain ''collection of information'' requirements within the meaning of the Paperwork Reduction Act of 1995 (''PRA''). 177 We are submitting the proposed amendments to the Office of Management and Budget (''OMB'') for review in accordance with the PRA. 178 The titles for the collection of information are: 179 The regulations, schedules and forms were adopted under the Securities Act and the Exchange Act and set forth the disclosure requirements for annual, quarterly and current reports; registration statements; and proxy and information statements filed by U.S. issuers to help shareholders make informed voting and investment decisions. The hours and costs associated with preparing, filing and sending the form constitute reporting and cost burdens imposed by each collection of information. The Request for a Letter of No Objection to use IFRS would constitute a new collection of information under the Exchange Act to be used by issuers that would be eligible to switch to IFRS accounting. An agency may not conduct or sponsor, and a person is not required to respond to, a collection of information unless it displays a currently valid OMB control number. Compliance with the proposed amendments by eligible U.S. issuers opting to file their financial statements in accordance with IFRS would be mandatory. Responses to the information collections would not be kept confidential and there would be no mandatory retention period for the information disclosed.
As discussed in more detail above, we are proposing two alternatives that would allow certain U.S. issuers to file financial statements in accordance with IFRS, rather than U.S. GAAP, for use in their periodic and current reports made under Section 13(a) or 15(d) of the Exchange Act; Schedules 14A and 14C under the Exchange Act, as well as in registration statements under the Securities Act and Exchange Act. Under Proposal A, eligible U.S. issuers would be allowed to file their financial statements in accordance with IFRS and would need to include a one-time reconciliation from certain U.S. GAAP financial statements to IFRS in accordance with IFRS 1. Under Proposal B, eligible U.S. issuers would be allowed to file their financial statements in accordance with IFRS but would be required to provide a reconciliation from IFRS financial statements to U.S. GAAP for each of the three years presented.
Under both Proposal A and Proposal B, once an issuer determines that it is eligible to use IFRS accounting and seeks to use IFRS accounting, it would first need to submit a Request for a Letter of No Objection to use IFRS describing its analysis in determining its eligibility to use IFRS accounting. In addition, an eligible issuer would need to disclose in its first Form 10-K filing using IFRS accounting that its financial statements are prepared using IFRS as issued by the IASB. As described in Section V.D.3., the issuer also must disclose the reasons for the change to IFRS, the corporate governance processes by which the issuer decided to transition to IFRS, the date of the issuer's submission to the Commission staff requesting a letter of no objection and the date such a letter was issued by the Commission staff.
B. Burden and Cost Estimates Related to the Proposed Amendments
We anticipate that the amendments would increase the burdens and costs for U.S. issuers that switch from U.S. GAAP to IFRS accounting. We estimated the average number of hours an issuer would spend completing the forms and the average hourly rate for outside professionals. In deriving this estimate, we recognize that the burdens will likely vary among individual companies based on a number of factors, including the complexity of their organizations, the nature of their current accounting procedures, the types of transactions they enter into and the approach they take in adopting IFRS. We believe that some issuers will experience costs in excess of this average in the first year of compliance with proposals and some issuers may experience less than the average costs. As further discussed below, we also believe that costs will decrease after the first year of compliance due to the extent of effort required for first-time adoption of IFRS as compared to subsequent years. We have considered all of these factors in formulating our proposed estimates.
We derived the burden hour estimates for the forms and schedules by estimating the total amount of time that it would take an issuer to transition to presenting its financial statements in accordance with IFRS. The estimates include the time and the cost of inhouse preparers, reviews by executive 180 Consistent with other recent rulemakings, we estimate an hourly rate of $400 based on our discussions with several private law firms as the cost to companies for the services of outside professionals retained to assist in the preparation of these disclosures. For Securities Act registration statements, we also consider additional reviews of the disclosure by underwriters and their counsel. The staff also used its own experience with IFRS to estimate the burden. 182 The Commission staff estimated the cost based on revenues reported by a selection of U.S. issuers with characteristics similar to those issuers that we currently anticipate may be eligible to rely on the proposals, if adopted. 183 In developing our annual burden estimates we included many costs that will reflect one-time expenditures associated with making the transition from U.S. GAAP to IFRS by large companies. Activities giving rise to these costs include, but are not limited to, identifying differences between U.S. GAAP and IFRS, determining accounting policies under IFRS, maintaining systems for financial reporting under both U.S. GAAP and IFRS for up to three years in order to present comparative IFRS information in the first Form 10-K including IFRS financial statements, implementing new accounting systems and the associated changes to internal controls over financial reporting and disclosures, and drafting financial statement disclosures under IFRS. Our estimates of the annual burden for years 2 and 3 represent the continuation of many of these activities but at significantly lower levels, as refinements are made to IFRS reporting. These refinements include improvements in the accounting and internal control systems and to financial statement disclosures. The decreases in the annual burden estimates between years 1 and 2 (75%) and between years 2 and 3 (90%) were based on the collective experience of the staff in working with and at preparers and audit firms in adopting new accounting standards, updating accounting policies, implementing new information technology systems and complying with internal control reporting requirements over multi-year periods. Comment on these and other PRA estimates are sought at the end of this PRA section.
officers, in-house counsel, outside counsel, independent auditors and members of the audit committee. 180 Our estimates are based on the number of filings, over the past three years, received from a selection of issuers with characteristics similar to those that we currently anticipate may be eligible to rely on the proposals, if adopted.
The estimate is based in part on data published in a report on IFRS implementation in the E.U. prepared by the Institute of Chartered Accountants of England and Wales. 181 In this report, the ICAEW estimated that the typical cost incurred by a publicly traded company established in the E.U. to prepare its first IFRS consolidated financial statements was approximately 0.05% of the company's revenue. We estimated that the cost of IFRS transition under Proposal A would be 0.125% of revenue for the U.S. issuers that would be eligible to use IFRS accounting, and would be approximately 0.13% of revenue under Proposal B to reflect the additional U.S. GAAP reconciliation disclosure. 182 We used a higher percentage of revenue to take into account our different filing obligations in the U.S., which require, among other things, issuers to include three years of audited financial statements, and our requirements related to internal controls over financial reporting.
Our annual burden estimates are also based on several other assumptions. First, we assumed that the transition from U.S. GAAP to IFRS by eligible issuers would be a multi-year process. Therefore, our PRA estimates represent the average annual burden over a threeyear period. We estimated that the firstyear burden would be greater than that for subsequent years, as a portion of the costs will reflect some one-time expenditures associated with making the transition from U.S. GAAP to IFRS, such as compiling documentation, preparing the Request for a Letter of No Objection to use IFRS and implementing new processes. We reduced the secondyear estimates by 75% as compared to the first-year estimates to eliminate the one-time costs and to account for the fact that eligible issuers applying IFRS should become more efficient at preparing their financial statements after the first year as the process becomes more routine. We adjusted the third-year estimates by a 90% reduction in costs as compared to the second-year costs to reflect continuing improvements in efficiency with reporting under IFRS. 183 This reflects the assumption that the costs of transition would likely have been largely reduced by the third year of actual reporting.
Second, we assumed that 110 U.S. issuers, representing the approximate minimum number of those presently eligible to use IFRS accounting under the proposals, would elect to switch from U.S. GAAP to IFRS. This assumption is conservative, in that it is unlikely that all of those issuers would elect to file their financial statements in accordance with IFRS. We do not know the actual number of eligible issuers that would choose to switch to IFRS accounting. We also acknowledge that eligibility extends beyond this estimated group, which represents a minimum of eligible issuers under the proposals. We request comment and supporting empirical data, for purposes of the PRA, on the number of eligible issuers, and the number that would elect to switch to IFRS accounting.
Third, we assumed that there would be a direct correlation between the extent of the burden and the size of the eligible issuer, with the burden increasing commensurate with the size of the company.
Fourth, we assumed that substantially all of the burdens associated with the proposed amendments would be associated with Forms 10-K and 10-Q as these would be the primary forms for which IFRS financial statements would be prepared and presented, and that any IFRS financial statements that would be required in Form S-4 and Schedules 14A and 14C would be incorporated from Forms 10-K and 10-Q. Table 1 below illustrates the total annual compliance burden of the collection of information in hours and in cost under Proposal A for annual reports; quarterly reports; proxy and information statements; Form S-4 under the Securities Act, the Request for a Letter of No Objection to use IFRS; and Regulations S-X, S-K and C. Table 2 below illustrates the total annual compliance burdens under Proposal B for the same collections. The burden was calculated by multiplying the estimated number of responses by the estimated average number of hours each entity would spend completing the different forms and schedules. For Exchange Act reports, the proxy and information statements, and the Request for a Letter of No Objection to use IFRS, we estimate that 75% of the burden of preparation is carried by the company internally and that 25% of the burden of preparation is carried by outside professionals retained by the company at an average cost of $400 per hour. For Form S-4, we estimate that 25% of the burden of preparation is carried by the company internally and that 75% of the burden of preparation is carried by outside professionals retained by the company at an average cost of $400 per hour. There is no change to the estimated burden of the collections of information entitled ''Regulation S-K,'' ''Regulation S-X,'' and ''Regulation C'' because the burdens that these regulations impose are reflected in our revised estimates for the forms. The portion of the burden carried by outside professionals is reflected as a cost, while the portion of the burden carried by the 184 The number of responses was calculated by examining the actual number of forms and schedules filed over the last three fiscal years by a sample of U.S. issuers with characteristics similar to those of issuers that may be eligible to request IFRS accounting use under the rule proposals. Our PRA estimates also include an estimated 0.5 hour burden in the forms and schedules to account for the filing by an eligible issuer of one-time disclosure that an issuer would have to disclose, such as, when the decision to file IFRS financial statements was made, the reasons for the change, and the corporate governance processes by which the issuer decided to transition to IFRS. Figures in both Tables have been rounded to the nearest whole  number. company internally is reflected in hours. 
C. Request for Comment
Pursuant to44 U.S.C. 3506(c)(2)(B), we request comment in order to:
• Evaluate whether the proposed collections of information are necessary for the proper performance of the functions of the Commission, including whether the information will have practical utility;
• Evaluate the accuracy of our estimates of the burden of the proposed collections of information;
• Determine whether there are ways to enhance the quality, utility, and clarity of the information to be collected;
• Evaluate whether there are ways to minimize the burden of the collections of information on those who respond, including through the use of automated collection techniques or other forms of information technology; and
• Evaluate whether the proposed amendments will have any effects on any other collections of information not previously identified in this section.
Any member of the public may direct to us any comments concerning the accuracy of these burden estimates and any suggestions for reducing the burdens. Persons who desire to submit comments on the collection of information requirements should direct their comments to the OMB, Attention: Desk Officer for the Securities and Exchange Commission, Office of Information and Regulatory Affairs, Washington, DC 20503, and send a copy of the comments to Florence E. Harmon, Acting Secretary, Securities and Exchange Commission, 100 F Street, NE., Washington, DC 20549-1090, with reference to File No. S7-27-08. Requests for materials submitted to the OMB by us with regard to these collections of information should be in writing, refer to File No. S7-27-08 and be submitted to the Securities and Exchange Commission, Records Management, Office of Filings and Information Services, 100 F Street, NE., Washington, DC 20549. Because the OMB is required to make a decision concerning the collections of information between 30 and 60 days after publication, your comments are best assured of having their full effect if the OMB receives them within 30 days of publication.
VIII. Cost-Benefit Analysis
We are proposing amendments to existing regulations, rules and forms to accept financial statements from U.S. 185 Under the proposed rules, issuers may choose from multiple industry classification systems. These systems classify companies differently, implying that companies may be eligible under one classification system, but not another. If companies in an industry that are eligible under one classification system switch to IFRS, this action may result in IFRS then being used more often than any other set of standards within a separate industry, under a different classification system. This effect results in an expansion of eligibility across industries as U.S. companies switch to IFRS. 186 As noted, this period is generally three years. We estimate that an approximate minimum of 110 issuers, accounting for approximately 12 percent of total U.S. market capitalization as of December 2007, would be eligible to be an ''IFRS issuer'' as we propose to define it. For reasons described in Section IV, these amounts represent the estimated lower bounds on current eligibility. Additionally, in the future, we expect both the number of eligible issuers and the portion of total U.S. market capitalization to increase. Several countries have announced plans to require IFRS financial statements from their listed companies, and others are considering this step. Overall trends point to the continuing increase in use of IFRS in preference to other bases of financial reporting. Further, relatively young foreign public equity markets, especially emerging markets, are developing at a faster rate than the mature U.S. equity market. Existing large foreign companies are increasingly listing in these markets. The result is that the number of foreign companies in an industry in the top 20 by market capitalization worldwide is growing over time. These companies are more likely to use IFRS than U.S. GAAP. These factors may result in an increase in the number of IFRS-using listed companies in the top 20 of each industry, by market capitalization, and a corresponding increase in eligible industries. Early adoption of IFRS by eligible U.S. issuers would also increase eligibility. 185 For these reasons, both current and future levels of eligibility are subject to substantial uncertainty.
Only eligible U.S. issuers, which we expect would be limited in number, would be permitted to file financial statements with the Commission that are prepared in accordance with IFRS. Of this limited number of eligible issuers, we believe few would be in a position to file IFRS financial statements with the Commission immediately upon adoption of the proposed rules. This is because we understand that there are few U.S. issuers that have already prepared IFRS financial statements for any other purpose. In order to avail themselves of the IFRS alternative, eligible U.S. issuers would need to (1) make a submission to the Commission and obtain a letter of no objection as described in Section IV., (2) work through the first time adoption requirements of IFRS, (3) apply IFRS to the preparation of their financial statements for the entire period called for in our filings, 186 (4) make the necessary disclosures proposed in Section V.D.3., and (5) provide the supplemental U.S. GAAP information required under Proposal B, if adopted.
Our proposed rules to allow for the limited use of financial statements prepared using IFRS, if adopted, may foster the use of IFRS as issued by the IASB as a way of moving to a single set of globally accepted accounting standards. This effect would be strengthened by potential network effects of the proposed amendments: The more issuers that use IFRS as issued by the IASB, the greater the incentive for other issuers to do so.
The cost-benefit analysis analyzes separately three components of the proposed rules. The first component is the acceptance of IFRS financial statements from U.S. issuers under the proposed eligibility criteria. The second component is Proposal A, under which U.S. issuers adopting IFRS would only be required to provide the reconciling information from U.S. GAAP to IFRS called for under IFRS 1. The third component is Proposal B, under which U.S. issuers adopting IFRS would, in addition to providing the reconciling information called for under IFRS 1, disclose on an annual basis certain unaudited supplemental U.S. GAAP financial information covering the financial statements included in an annual report, including the current year.
A. Proposal for Early Use of IFRS by U.S. Issuers
Expected Benefits
In industries with a large number of companies using IFRS, allowing U.S. issuers to move to IFRS could help eliminate the principal source of accounting differences within the industry and potentially enhance comparability within the industry, improving the ability of investors to allocate capital. Thus, if a large percentage of companies use IFRS, allowing U.S. issuers to use IFRS could potentially benefit investors by improving the comparability of companies within the industry. If investors prefer IFRS and we do allow a switch to IFRS, then a U.S. issuer may experience an increased following in the marketplace. In contrast, if an industry consists primarily of companies using other bases of accounting, particularly bases of accounting that produce results more comparable to U.S. GAAP than to IFRS, allowing U.S. issuers to move to IFRS would not improve comparability-investors would still need to interpret multiple bases of accounting to perform within-industry comparisons.
Comparability within any set of accounting standards depends on consistent interpretation and application across jurisdictions. In particular, potential benefits of the proposed rule relating to increased within-industry comparability across jurisdictions depend on the consistent interpretation and application of IFRS. Such benefits may be limited to the extent that, for example, foreign 187 As noted by CIFiR in its Final Report: From an international perspective, we note that IFRS currently permits numerous alternative accounting policies. While we acknowledge the IASB's efforts in reducing some of these alternative treatments, we nonetheless believe the SEC should encourage the IASB to [* * * ] seek to eliminate alternatives as part of its standards-setting projects.
CIFiR Final Report, at 51.
companies use local variations of IFRS as issued by the IASB. Transparent disclosure about the nature and effect of variations from IFRS as issued by the IASB may offset some of these limitations to benefits in comparability.
In recognition of the benefits associated with consistent application of IFRS, the proposed rule makes eligibility contingent on use of IFRS as issued by the IASB by a large number of companies in the industry. The utility for investors of a set of accounting standards increases as the number of issuers using it increases. Investors reap a benefit from the network effects caused by numerous individual issuers each deciding to use IFRS. To the extent an issuer switching to IFRS does not internalize the full benefits of any such network effects, such issuer is expected to be less likely to switch even if eligible to do so.
The benefits associated with a set of accounting standards are dependent upon the quality of the standards, including how the standards are applied in practice. Factors that could affect the quality of IFRS are both institutional with respect to the IASC Foundation, including its governance and funding, as well as operational with respect to the actual standard setting process of the IASB. We recognize that our relationship with the IASB is currently less direct than our relationship with the FASB. Further, constituents of the IASB are greater in number and more varied than the constituents of the FASB. The result is that our viewbased on U.S. constituents-is one of many views that the IASB receives from around the world and considers when developing future standards. As the IASB must prioritize the needs of its various constituents, including investors, the timeliness in which improvements or development of standards occur of particular relevance or importance to our issuers and markets could be affected.
The use of IFRS by a limited number of U.S. issuers in industries in which IFRS is used more often than any other set of standards would provide some empirical basis for evaluating, among other things, the cost of converting to IFRS. Early adoption of IFRS will generate information for regulators, including the Commission, to be used in further decision making. Using IFRS would also give U.S. investors the opportunity to better understand and compare the financial reports of U.S. and foreign issuers if all of their reports are prepared in accordance with IFRS. This effect may not be immediate because it may take time for U.S. investors to become familiar with working with financial results reported under IFRS.
Over the longer term, if all other things are equal, the increased worldwide demand for the securities of U.S. issuers using IFRS could make their capital more efficiently priced. This effect is contingent on the degree to which foreign investors can use IFRS more effectively than U.S. GAAP. While U.S. GAAP is accepted worldwide, foreign investors may become increasingly familiar with IFRS and may be more likely to make their decisions to invest in U.S. issuers contingent on use of IFRS by those issuers. Currently, U.S. issuers, using exclusively U.S. GAAP, comprise a large portion of worldwide equity market capitalization, and foreign investors likely have a correspondingly thorough understanding of U.S. GAAP. This percentage may decrease as foreign equity markets continue to develop, and it may become less advantageous for foreign investors to maintain this level of understanding.
Some U.S. issuers currently may use IFRS in addition to U.S. GAAP. For example, some foreign subsidiaries of U.S. issuers may be required to use IFRS. Under the proposed rules, any such issuer who is eligible and elects to adopt IFRS may need fewer resources to prepare Commission filings. Investors may benefit from this to the extent that an issuer can realize cost savings from having the parent company and all its subsidiaries use one basis of accounting.
As discussed in the 2007 Proposing Release and in Section III.B.4., above, IFRS is not as developed as current U.S. GAAP in certain areas. IFRS also is not as prescriptive as U.S. GAAP in certain areas and in certain areas permits a greater amount of allowable options than currently in U.S. GAAP. 187 This relatively lesser amount of guidance and greater optionality may increase issuers' ability to account for transactions or events in accordance with their underlying economics but may also result in the application of greater judgment in applying the standards.
Expected Costs
Under the proposed amendments, if adopted, the required financial information that investors in the U.S. capital markets receive from any U.S.
issuer that avails itself of the option to use IFRS will differ from what it was previously. This may or may not represent a loss or an increase of information in absolute terms. Whether there is an absolute loss or gain in information will depend upon whether IFRS financial statements yield more or less information, or higher or lower quality information, about a particular issuer than the U.S. GAAP financial statements yielded. The usefulness of any omitted U.S. GAAP information or any additional IFRS information depends on the extent to which the investor used the U.S. GAAP information provided, if at all, relative to the extent to which the investor will use the new IFRS information, if at all.
Investors are differently situated in the market and have varying levels of familiarity with IFRS. Consequently, investors may not all bear the costs or obtain the benefits from the proposed amendments equally. The extent to which a particular investor may use IFRS financial information will depend on many factors including the size and nature of the investor and the industry to which the issuer in question belongs.
The proposed amendments, if adopted, may lead to some costs to both investors and U.S. issuers. If the investor community prefers the information communicated by U.S. GAAP, then a U.S. issuer that uses IFRS as issued by the IASB to prepare financial statements may face a reduced following in the marketplace. Investors that are not sufficiently familiar with IFRS accounting standards may prefer U.S. GAAP. In addition, unfamiliarity with IFRS as issued by the IASB may have an adverse effect on investors' confidence in the reported results. At a minimum, for those investors who seek to understand accounting principles, they will bear incremental transitional learning costs to become familiar with IFRS. While many regard both U.S. GAAP and IFRS as high-quality sets of accounting standards, the relative quality of the financial information provided under each set of standards may differ. Potential costs involved in moving to or remaining on a set of standards that provides relatively lower quality information may include reductions in liquidity and pricing efficiency of the issuers' securities. These effects are related to changes in information asymmetry between insiders and investors. Any potential changes in information asymmetry may also affect transaction costs for issuers in raising capital.
Companies may choose to adopt IFRS only after concluding the benefits justify the costs to their investors; alternatively, 188 Specifically, we assume that per-year costs decline by 75% in the second year and by 90% in the third year. See Section VII., Paperwork Reduction Act. Costs do not include incremental reconciliation requirements of Proposal B.
because of principal-agent problems inherent in corporate governance, companies may choose to adopt IFRS after concluding that benefits to management exceed costs to management. In either calculation, costs to the company of adopting IFRS play a key role in the analysis. Costs to adopt IFRS may include those associated with making a submission to the Commission staff in order to obtain a no objection letter, as described in Section IV.B.; costs to transition to IFRS reporting, including determining the effect of firsttime adoption under IFRS 1 and systems changes to support financial reporting in accordance with IFRS; costs to prepare the disclosures proposed in Section V.D.3. upon initially reporting under IFRS; and potentially higher costs for accounting personnel, outside consultants and auditors who are familiar with IFRS. Additionally, for those issuers currently audited by an accounting firm without extensive IFRS experience, incremental costs may be incurred in order to change to an audit firm with a sufficient background in IFRS. For the companies we estimate to be eligible, based on the data used for purposes of the Paperwork Reduction Act we estimate the costs for issuers of transitioning to IFRS to sum to approximately $32 million per company and relate to the first three years of filings on Form 10-K under IFRS. Total estimated costs for the approximate minimum of 110 issuers estimated to be eligible would therefore be approximately $3.5 billion. We expect that the majority of these transition costs would be incurred primarily in preparation of filings for the first year in which an issuer reports with the Commission using IFRS. 188 These estimates will continue to be reevaluated during the comment period as more information is known.
A further cost of allowing U.S. issuers to file IFRS financial statements is the potential change in the level of comparability among the reported results of U.S. issuers. This affects investors to the extent they are seeking to compare only U.S. companies rather than companies in the top 20 by market capitalization within a worldwide industry. If some U.S. issuers in an industry in which IFRS is used more than any other set of standards choose to switch from U.S. GAAP, comparing the financial results of any remaining U.S. issuers to those that have switched will be more costly and less precise. In eligible industries, it is likely that not all companies will convert to IFRS simultaneously, if at all. This may lead to enhanced comparability on an industry-wide basis, but potential reductions in comparability for the subset of the industry represented by U.S. firms. In addition, if investors wish to compare companies across different industries-for example, they may want to compare companies sharing the same inputs, such as energy or labor-there would be either improvements or a diminution in comparability. If one industry is eligible to convert to IFRS, but another is not, comparability may be diminished. If IFRS is used more frequently than any other set of accounting standards in the top 20 companies by market capitalization in each industry to be compared and if U.S. issuers choose to adopt IFRS, on the other hand, comparability may be improved. In companies with multiple business lines, switching to IFRS could potentially enhance the comparability of some business lines, but detract from comparability of others. Any change in comparability would potentially have the greatest impact on less sophisticated investors. Because they are less able to compare financial results across different bases of accounting, changes in comparability would disproportionately affect them. In all cases, the extent to which the comparability could be affected would in part depend on the degree to which companies across jurisdictions consistently apply IFRS as issued by the IASB.
While improving the comparability of financial reporting across entire industries is a benefit to investors, assuming the information being compared is not of lower quality than the information produced under the prior basis of financial reporting, a number of considerations limit the extent of that benefit in the case of international comparisons, relative to domestic comparisons. There are reporting differences between U.S. registrants and non-registrants that are unrelated to the basis for accounting. These differences include language used in presenting financial statements, the level of information provided in nonfinancial statement disclosures, and the extent of interim disclosure. Additionally, other economic differences, such as product markets and regulatory structures, may exist. To the extent these differences diminish the value of international comparisons for investors, the benefit of the proposed amendments is correspondingly limited.
The number of eligible U.S. issuers that elect to adopt IFRS may influence a future decision by the Commission regarding the ongoing role of IFRS in the U.S. capital markets. If, in the future, all U.S. issuers were required to use U.S. GAAP in filings with the Commission, those eligible issuers that had elected to adopt IFRS under these proposed rules would incur costs of switching back to U.S. GAAP. These costs could be expected to be less than the estimated costs of adoption of IFRS, due to the existing knowledge of U.S. GAAP by accountants in the United States and because issuers would have previous U.S. GAAP policies and reported information available. However, if a substantial number of issuers or percentage of total U.S. market capitalization adopts IFRS under the proposed ''early use'' option, the costs of requiring these issuers to return to U.S. GAAP may be large enough that they may affect the Commission's consideration of this decision, which would be a cost to investors. Alternatively, if the Commission chooses to continue to allow both IFRS and U.S. GAAP use by U.S. issuers, investors may continue to face the costs of limited comparability across U.S. companies, as described above, in perpetuity, or at least until convergence reduces differences between bases of accounting. However, U.S. investors would continue to receive the benefit of increased comparability between U.S. issuers reporting in IFRS and their foreign counterparts reporting in IFRS. If the Commission chooses to require mandatory IFRS reporting, transition costs to IFRS could be similar, on a percompany basis, to transition costs described in the PRA analysis.
Another consideration if the Commission were to adopt the amendments as proposed is the impact on the continued improvement of IFRS. The Commission's intention is to enhance the incentives for the continued improvements to IFRS and U.S. GAAP. We believe, moreover, that the needs of the marketplace will continue to support the IASB and the FASB working together on their next phase of joint work to develop the best international standards to be used in the United States and internationally. Without prejudice as to priority, the current joint work program includes topics such as revenue recognition and financial statement presentation. These are topics on which both the IASB and the FASB seek to develop better standards (rather than one standard setter adopting the other standard setter's existing U.S. GAAP or IFRS standard). We believe that investors and issuers seek comparable information in 191 Absent such future rulemaking, the Commission may decide to propose rules requiring the use of U.S. GAAP for all U.S. issuers. Alternatively, an issuer may decide to resume reporting under U.S. GAAP only. In such cases, associated costs would include audit fees and internal labor costs associated with obtaining an audit of the U.S. GAAP information for the periods during which the issuer was reporting with the Commission under IFRS. 192 Moreover, if the reconciliation requirement addressed these matters and thus became more costly, it cold discourage eligible issues from switching to IFRS. 193 These estimated amounts are based on an estimated annual recurring cost of $900,000 per eligible issuer, over a three year period and assuming that all 110 of the approximate minimum estimated eligible issuers would adopt IFRS and be subject to the annual reconciliation requirement.
194 See Section VII., Paperwork Reduction Act.
1. Expected Benefits Because IFRS 1 disclosure requirements are part of Proposals A and B, the expected benefits of Proposal B include the expected benefits of Proposal A. Specifically, users of financial statements would be provided the information to help them understand the effect and implementation of the transition to IFRS. Such disclosure is expected to assist users in identifying changes needed to analytical models applied to issuers' reported financial information.
Under the additional reconciliation requirements of Proposal B, investors benefit from the inclusion of a continuing reconciliation to U.S. GAAP of certain items in the financial statements. Ongoing reconciliation to U.S. GAAP of certain items allows a degree of continued comparability between U.S. issuers adopting IFRS and other U.S. issuers continuing to report under U.S. GAAP, and a degree of comparability between current and past financial results of issuers electing to adopt IFRS. Additionally, reconciliation may help to highlight differences between U.S. GAAP and IFRS, providing useful information for regulators and for other U.S. issuers contemplating adoption.
Reconciliation also reduces the costs to issuers of returning to U.S. GAAP, should the Commission require such an action. 191 As previously described, such costs could affect the Commission's decision in 2011, representing a cost to investors; by reducing these costs, reconciliation creates a benefit for investors. On the other hand, eligible U.S. issuers choosing to report in IFRS may be able to assess for themselves the possibility of a return to U.S. GAAP and have an incentive to take voluntary steps as they see appropriate to enable reporting in U.S. GAAP should we require them to do so in the future.
Reductions in comparability mentioned above as costs to investors are substantially mitigated by the inclusion of a reconciliation to U.S. GAAP. This effect is tempered by the unaudited and selective nature of the reconciliation.
The benefits of the additional reconciliation requirements of Proposal B related to comparability are mitigated by several factors. Not all items in financial statements are reconciled; investors seeking to compare details between IFRS and U.S. GAAP financial statements will be less able to do so, even with a reconciliation. Because the reconciliation would not be required to be audited, information contained therein would not be subject to external assurances by an independent auditor of fair presentation. To the extent that investors benefit from such scrutiny, they may be affected. However, the possibility that U.S. GAAP books and records will be audited in the future, upon any potential return to reporting by the issuer under U.S. GAAP, may help to diminish any such effect. 192 
Because IFRS 1 disclosure requirements are part of Proposals A and B, the expected costs of Proposal B include certain expected costs of Proposal A. Specifically, the costs related to the preparation of financial information under both IFRS and U.S. GAAP for a period of time would be imposed under either proposal. However, certain expected costs under Proposal A relate to the absence of certain reconciliation disclosures to assist users of financial information to understand the impact of reporting under IFRS rather than U.S. GAAP. Thus, the expected costs under Proposal A associated with providing users with less information would not be imposed under Proposal B.
Because Proposal B would require continued reconciliation between certain U.S. GAAP and IFRS information, the expected costs of preparing information under two sets of accounting standards would be greater under Proposal B. The additional requirements of Proposal B to provide a continuing reconciliation of certain items to U.S. GAAP increase reporting costs and, potentially, record-keeping costs for issuers, which may be passed through to their investors. Based on the data used for purposes of the Paperwork Reduction Act, we currently estimate the costs at this time to be approximately $2.7 million per adopting company over three years, or an aggregate of approximately $297 million over three years, for the approximately 110 issuers estimated to be the approximate minimum eligible under the proposed amendments. 193 These cost estimates assume an annual, recurring cost of $900,000 per company and reflect an assumption that issuers will choose to keep two sets of books and records as a result of the proposed reconciliation requirement. 194 The degree to which ongoing reconciliation imposes an incremental cost depends on the manner in which a company would implement adoption in the absence of an ongoing reconciliation requirement. Under the proposed rule, companies adopting IFRS may keep two parallel sets of books and records, one in U.S. GAAP and one in IFRS, for a period of time, whether or not an ongoing reconciliation is required. Keeping parallel books and records would help a company to ensure a smooth transition between accounting systems and would allow flexibility to return to U.S. GAAP reporting, were such an action necessary. If such a practice is the norm, we expect that the costs of required ongoing reconciliation would be small, as U.S. GAAP results would be readily available. Alternatively, some companies adopting IFRS, in the absence of the requirements in Proposal B, may elect to switch to IFRS without keeping two sets of books and records. If companies follow this practice, then the incremental costs of a required ongoing reconciliation would be larger. In either case, some companies may continue to provide ongoing U.S. GAAP information voluntarily, in the absence of a requirement, based on market demand. Shareholder efforts to require consistent and high-quality disclosure can be considered a public good, which is expected to be underprovided in the absence of regulation. Addressing this underprovision of monitoring efforts through disclosure is one of the key purposes of regulatory disclosure requirements. In this case, the incremental costs of required ongoing reconciliation for these companies would be small. We are aware of very few companies that publish financial results in accordance with more than one set of accounting standards absent a requirement to do so.
As noted, if some U.S. issuers elect to adopt IFRS, regulators and investors benefit from enhanced information about the use of IFRS in U.S. markets, information useful for investment and regulatory decision making. This benefit may be mitigated if, under Proposal B, some companies would be less likely to adopt IFRS. Proposal B could have two potential effects affecting likelihood of an eligible issuer adopting IFRS. First, a reconciliation requirement involves some costs to the issuer, discussed in the previous paragraph; any increase in adoption costs likely reduces issuers' willingness to adopt IFRS. Second, as discussed in the benefits section of Proposal B, a reconciliation reduces the costs of requiring a return to U.S. GAAP. These lowered costs may result in issuers believing that the Commission will decide in 2011 not to require IFRS, and issuers may also then believe that there is a chance of a required return to U.S. GAAP. This would lower their net benefits from early adoption, and they may elect not to adopt IFRS.
Request for Comment 67. Do you agree with our assessment of the costs and benefits as discussed in this section? Are there costs or benefits that we have not considered? Are you aware of data and/or estimation techniques for attempting to quantify these costs and/or benefits? If so, what are they and how might the information be obtained?
IX. Regulatory Flexibility Act Certification
The Commission hereby certifies pursuant to 5 U.S.C. 605(b), that the amendments contained in this release, if adopted, would not have a significant economic impact on a substantial number of small entities. The proposal would amend those regulations, rules and forms to allow eligible U.S. issuers to use as their basis of financial reporting IFRS as issued by the IASB and to file their financial statements prepared in that manner. The Commission is not proposing that filing in this manner be required, therefore if these amendments were adopted small entities need not take any action. We propose to exclude smaller reporting companies from the proposed definition of ''IFRS issuer'' as a limitation on the number of issuers that would be eligible to file IFRS financial statements under the proposed rules. In addition, we believe that few small entities would meet the eligibility test under the proposed rules, which would permit an issuer to use IFRS only if it is in the largest 20 companies in its industry worldwide as measured by market capitalization. For these reasons, the proposed amendments should not have a significant economic impact on a substantial number of small entities. Additionally, in the event that we decide in 2011 to mandate the use of IFRS for all U.S. issuers, any disparate impact on small entities caused by the proposed amendments in this release would be temporary. We solicit written comments regarding this certification. We request that commenters describe the nature of any impact on small entities and provide empirical data to support the extent of the impact.
X. Consideration of Impact on the Economy, Burden on Competition and Promotion of Efficiency, Competition and Capital Formation
For purposes of the Small Business Regulatory Enforcement Fairness Act of 1996, or ''SBREFA, '' 195 we solicit data to determine whether the proposals constitute a ''major'' rule. Under SBREFA, a rule is considered ''major'' where, if adopted, it results or is likely to result in:
• An annual effect on the economy of $100 million or more (either in the form of an increase or a decrease);
• A major increase in costs or prices for consumers or individual industries; or • Significant adverse effects on competition, investment or innovation.
We request comment on the potential impact of the proposals on the economy on an annual basis. Commenters are requested to provide empirical data and other factual support for their views if possible.
Section 23(a)(2) of the Exchange Act 196 also requires us, when adopting rules under the Exchange Act, to consider the impact that any new rule would have on competition. Section 23(a)(2) prohibits us from adopting any rule that would impose a burden on competition not necessary or appropriate in furtherance of the purposes of the Exchange Act. In addition, Section 2(b) 197 of the Securities Act and Section 3(f) 198 of the Exchange Act require us, when engaging in rulemaking where we are required to consider or determine whether an action is necessary or appropriate in the public interest, to also consider whether the action will promote efficiency, competition, and capital formation.
The proposed amendments would allow eligible U.S. issuers to use IFRS rather than U.S. GAAP to prepare their financial statements in filings with the Commission. This proposal is designed to increase efficiency, competition and capital formation by helping to move towards the use of a single set of globally accepted accounting standards. The use of a single set of accounting standards could help investors better understand investment opportunities than the use of differing sets of accounting standards. In addition, presenting investors with financial information that varies substantially depending on which set of accounting standards is employed can cause confusion about the actual financial results of a company and result in a correspondingly adverse effect on investor confidence and cost of capital.
The proposals are intended to increase efficiency by enabling investors to better compare financial statements of U.S. issuers that adopt IFRS with those of non-U.S. issuers operating in the same industry. Issuers with subsidiaries that already use IFRS also may be able to streamline their accounting systems and increase their efficiency if they adopt IFRS across all of their operations. We also are aware that the proposed amendments would permit some U.S. issuers to use IFRS financial statements while other U.S. issuers continue to use U.S. GAAP, thereby creating a dual system of financial reporting that has not existed previously for U.S. public companies. This could reduce the comparability among U.S. issuers and would require investor familiarity with both sets of accounting standards, which may adversely affect efficiency. However, we anticipate any such dual system may be transitional and not permanent.
The proposed amendments are designed to promote competition by enhancing the ability of eligible U.S. issuers that adopt IFRS to compete with non-U.S. issuers that use IFRS. The proposed rules would not enhance the competitiveness of U.S. issuers that would not be eligible to adopt IFRS but that compete with issuers that do use IFRS.
The proposed amendments may facilitate capital formation for eligible U.S. issuers that adopt IFRS by allowing them greater access to global capital raising opportunities. As more jurisdictions accept financial statements prepared in accordance with IFRS for local regulatory or statutory filing purposes, companies accessing global capital markets would not incur any additional costs to translate financial statements using different accounting standards to IFRS. However, U.S. issuers that would not be eligible to use IFRS under the proposed amendments may be for a time at a comparative disadvantage in this regard.
It is possible that the amendments would not confer comparative advantages on those eligible issuers who transition to IFRS versus the companies that continue using U.S. GAAP. In addition, the amendments could have a negative impact on capital formation if IFRS does not gain acceptance by U.S.
investors. We solicit public comment that will assist us in assessing the impact that the proposed amendments could have on competition, efficiency and capital formation.
Request for Comment 68. We solicit comment on whether the proposed rules would impose a burden on competition or whether they would promote efficiency, competition and capital formation. For example, would the proposals have an adverse effect on competition that is neither necessary nor appropriate in furtherance of the purposes of the Exchange Act?
69. Would the proposals create an adverse competitive effect on U.S. issuers that are not in a position to rely on the alternative or on foreign private issuers that do not report in IFRS?
70. Would the proposed amendments, if adopted, promote efficiency, competition and capital formation?
Commenters are requested to provide empirical data and other factual support for their views if possible.
XI. Proposed Amendments to the Codification of Financial Reporting Policies
We propose to update the ''Codification of Financial Reporting Policies'' announced in Financial Reporting Release 1 (April 15, 1982) [47 FR 21028] as follows:
By adding at the end of Section 101, under the Financial Reporting Number (FR-XX) assigned to this release, the text of Sections I through III of this release.
The Codification is a separate publication of the Commission. It will not be published in the Code of Federal Regulations System.
XII. Statutory Basis and Text of Proposed Amendments
We are proposing amendments to 
